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FOREWORD 


This report, World Economic Survey, 1955, is the eighth in a series of compre- 
hensive reviews of world economic conditions published by the United Nations. It is 
issued in response to General Assembly resolution 118 (II), in which the Secretary- 
General was asked to prepare annual factual surveys and analyses of world economic 
conditions and trends. The report is intended to meet the requirements of the Economic 
and Social Council and other organs of the United Nations for an appraisal of the 
world economic situation as a prerequisite for recommendations in the economic field, 
as well as to serve the needs of the general public. 


Part I of the present survey complies with the request of the Economic and Social 
Council, contained in a decision of 6 December 1955, that in connexion with the 
celebration of the Council’s tenth anniversary at the twenty-second session, the 
Secretariat should devote special attention, in some of the important documents 
relating to the world economic situation, to developments during the past ten years. 
To this end, chapters 1 and 2 review the growth of production and trade in the private 
enterprise economies during the first post-war decade; and chapter 3 covers the same 
ground for the centrally planned economies. Drawing upon the analyses in these 
chapters, the Introduction examines some of the major problems of balanced growth 
encountered since the war. 


Part II of the survey is devoted to an examination of recent developments in the 
world economy. Chapters 4 and 5 deal, respectively, with the recent situation in 
industrially advanced and primary producing private enterprise economies. They also 
contain brief assessments of the economic outlook at the beginning of 1956, based _ 
largely upon replies by governments to a questionnaire concerning full employment 
and the balance of payments circulated by the Secretary-General in November 1955. 
Chapter 6 contains an account of recent changes in the centrally planned economies 
and of certain long-term economic plans of which details have recently been published. 


There are published as supplements to this survey reviews of economic conditions 
in areas outside the scope of the work of the regional economic commissions of the 
United Nations: Economic Developments in the Middle East, 1954-1955 (1956.II.C.2) 
and Economic Developments in Africa, 1954-1955 (1956.1I.C.3) . 


The basic data used in the report are, in general, as published in governmental 
or inter-governmental sources, or as officially reported to the United Nations and its 
specialized agencies. The significance of the figures may vary from country to country, 
depending on the statistical concepts and methods followed and on the structure and 
development of the national economy. For this reason, the compilation of international 
statistical tables requires that attention be given to any important elements of non- 
comparability or qualifications attaching to the data; these are usually shown in the 
tables of this report or in the publications of the United Nations and of the specialized 
agencies that contain the basic data from which many of the tables have been pre- 
pared. Some of the data have been specially tabulated by the Statistical Office of the 
United Nations. 


The survey was prepared in the Department of Economic and Social Affairs by 
the Bureau of Economic Affairs. 
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EXPLANATORY NOTE 


The following symbols have been used in the tables throughout the report: 


Three dots (...) indicate that data are not available or are not separately 
reported 


A dash ( — ) indicates that the amount is nil or negligible 

A blank in a table indicates that the item is not applicable 

A minus sign (—) indicates a deficit or decrease 

A full stop (. ) is used to indicate decimals 

A comma (, ) is used to distinguish thousands and millions 

A slash ( / ) indicates a crop year or financial year, e.g., 1953/54 


Use of a hyphen (-) between dates representing years, e.g., 1950-1954, signifies | 
the full period involved, including the beginning and end years. 


References to “tons” indicate metric tons, and to “dollars” United States dollars, 
unless otherwise stated. ‘ 


f 
The term “billion” signifies a thousand million. 


Details and percentages in tables do not necessarily add to totals, because of 
rounding. 
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INTRODUCTION 


Introduction 


BALANCED GROWTH: AN APPRAISAL OF THE POST-WAR RECORD 


The economic progress of the first post-war decade 
cannot as yet be adequately evaluated. Viewed in 
terms of past history it appears truly impressive, but 
seen in relation to recognized international goals it 
seems to diminish in significance. Only future develop- 
ments will show whether the smaller or the larger lens 
gives the more significant picture. 


There can be little doubt that the economic record of 
this post-war decade is superior to that of the decade 
following the First World War. Though the damage 
and destruction of war were greater by far this time, 
the recovery and growth of output were more rapid 
and more widespread. Economic crises generated by 
the war were more readily overcome, and even long- 
standing problems of imbalance and stagnation yielded 
in part to the forces of growth. 


Nevertheless, the history of the period does not 
justify untempered optimism; on the contrary, it 
provides ground for serious concern. Despite a record 
of unparalleled growth the problem of mass poverty 
in a large part of the world remains as stubborn as 
ever. Moreover, such growth as has taken place has 
been due only in part to favourable long-term forces; 


to a significant extent it has also been based on special . 


and temporary supports, some of which have been 
disappearing in the course of the period. In only a few 
of the under-developed countries has per capita eco- 
nomic growth been consolidated to a point where it 
may be considered self-cumulating. Even fewer coun- 
tries have been able to develop and diversify their 
economies sufficiently to strengthen their resistance to 
inflationary or deflationary shocks from abroad; 
indeed, some countries have even been made more 
vulnerable to outside shocks by the very process of 
economic development. And though the developed 
countries have demonstrated a remarkable capacity for 
growth, that growth has not been free from a con- 
siderable degree of instability. Indeed, it must always 
be borne in mind that the process of growth itself 
tends to generate powerful forces of instability which, 
if not compensated, may prove frustrating and lead 
to an economic reversal. One decade of prosperity 
provides no proof either that the world has acquired 
permanent immunity against the business cycle, or that 
the national and international remedies in its medicine 
chests would be sufficiently potent to cope with another 
outcropping of the disease. 


A DECADE OF GROWTH 


The dimensions of post-war economic growth will 
be reviewed in the following chapters. The earth has 
become capable of supporting a far larger population 
than ever before. The habitable area of the world has 
been expanded and the cultivated land made to yield 
larger quantities of food and of raw materials for 
industry. Industrial output has made great strides, 
production at the end of the decade being estimated at 
more than double the pre-war level. 


In the under-developed countries expanded networks 
of transportation and communication have made a 
beginning towards overcoming the heritage of centuries 
of economic fragmentation. Increased energy utiliza- 
tion—together with the introduction of modern science 
and technology—is contributing towards higher pro- 
ductivity. New industries have been established to pro- 
vide the nucleus for future growth. Increased exports 
combined with improved terms of trade have raised 
the capacity to import of most under-developed coun- 
tries and have laid the basis for further economic 
development. 


Perhaps the most significant advance in the under- 
developed countries to date, however, lies not so much 
in the physical expansion of productive capacity per 
capita as in the evolution of a social climate favour- 
able to economic development. The change in social 
philosophy, especially in countries which have only 
recently acquired national independence, is of revo- 
lutionary proportions; the vision of economic and 
social progress is taking its place alongside religion 
and language as a basis for social integration. Its 
effects are visible not only in the market-place but in 
political and social institutions. Perhaps the outstand- 
ing change is to be found in the fact that governments 
are increasingly coming to view themselves and to be 
viewed by their peoples as engines for the promotion 
of economic and social welfare; this has already had 
far-reaching implications in converting the government 
budget into an instrument for the development of both 
natural and human resources. It underlies not only 
encouraging developments in fiscal policy and ad- 
ministration but also widespread reforms of private 
institutions—most notably in connexion with land 
ownership—which have in the past stifled economic 
development. Under its stimulus, a virtual revolution 
in public health has lifted life expectancy, and a strik- 
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ing advance in public education has made marked 
inroads upon illiteracy, perhaps the most confining 
bottleneck limiting the rate of economic development. 


In the industrial countries full employment has been 
maintained in peace time after a decade of mass un- 
employment before the war. Under the stimulus of 
constantly rising effective demand, unemployment has 
been reduced to levels that would not have seemed 
possible earlier, In retrospect unemployment levels of 
pre-war years now seem almost unbelievably ‘high. 
From levels ranging as high as 20 to 30 per cent of 
the labour force in the nineteen thirties, unemployment 
has dropped to a range of 1 to 5 per cent in the 
fifties. Even so-called structural unemployment has 
yielded in many instances to the forces of a dynamic 
effective demand. 


Contrary to widespread fears, the low unemploy- 
ment has been associated with a high degree of 
mobility of resources and flexibility of output. This 
is evident, above all, from the ease with which in- 
dustrial countries converted from military to civilian 
output at the end of the Second World War and again 
at the end of the Korean hostilities. On a more con- 
tinuing basis it is evident also from the speed with 
which new products are being introduced, new in- 
dustries established and new regions developed within 
the industrial countries. Again contrary to widely held 
fears, the low levels of unemployment have generally 
been accompanied by sharply rising productivity, so 
that output has risen substantially in relation to man- 
power. This is not surprising since the high levels 
of employment have been due largely to continuing 
high rates of investment while the growth in pro- 
ductivity is essentially the fruit of the cumulated in- 
vestment over the decade. It is worth remembering 
in this connexion that the economic loss of the depres- 
sion of the thirties was a dual one: not only was a 
large portion of available resources kept idle but the 
global growth in productivity was also impeded by 
the curtailment of the rate of investment. 


The growth in productivity and employment has 
produced a substantial rise in per capita incomes in 
industrial countries as compared with the pre-war 
period. Despite the smaller proportion of income 
generally devoted to consumption purposes, the level 
of living is significantly above pre-war levels. There 
have also been significant improvements in the dis- 
tribution of income in many countries: labour income 
has become a higher share of total income and the 
degree of inequality in earnings between sexes, occu- 
pations and regions has in many: instances also been 
reduced. Equally important has been the effect of 
highly progressive income taxes in levelling off in- 
comes from the top and of government transfer pay- 
ments in lifting incomes at the bottom. 


The growth in output and productivity has also 
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brought some progress in international economic 
balance. For the first time in a generation trade re- 
strictions are being progressively removed, especially 
by industrial countries, and the volume of international 
trade has, since 1948, been rising not only in absolute 
amount but even in relation to world output. The 
terms of trade in the post-war decade have moved in 
favour of primary producers after a steady deteriora- 
tion in the nineteen twenties, followed by a catastrophic 
drop in the thirties. And while the non-dollar world 
remains in deficit with the United States even after 
taking into account capital flow, the deficit is smaller 
than the amount of United States Government aid 
and military expenditure abroad, so that the rest of the 
world has in recent years been able to-begin rebuild- 
ing its reserves. = 


Yet the record is not all on the plus side of the 
ledger. Political tensions have led to a division of the 
world economy into two virtually isolated sectors. 
East-west trade, which prior to the war accounted for 
about one-seventh of the world total, has dwindled to 
negligible proportions. The tensions have led countries 
in both sectors to devote a considerable proportion of 
their resources to military rather than civilian uses. 
This has checked the rise in the level of living and 
the growth in productive capacity, and has limited the 
contribution which countries are capable of making 
towards economic development. 


In the private enterprise part of the world, the 
problem of international economic balance remains 
far from solved. A hard-core deficit remains with 
the dollar area, which is financed not by long-term 
capital movements but by extraordinary United States 
foreign outlays. Despite efforts both in lending and 
borrowing countries to encourage the international 
flow of private capital, the volume of such movements 
remains small by former standards, especially by 
standards prevailing before the First World War. This 
is not only because of the greater political and--eco- 
nomic uncertainty which now attaches to foreign 
capital movements; it also reflects in part the greater 
pressure of demand for domestic investment in in- 
dustrial countries, which leaves a smaller margin of 
savings available for foreign investment in under- 
developed countries. Recent increases in interest rates 
in industrial countries suggest possible further reduc- 
tions in the supply of capital available for under-de- 
veloped countries, as well as higher costs for such 
international financing as may take place. 


The partial drying of the capital stream in itself 
tends to aggravate international disparities in levels 
of living, but such disparities are further widened by 
the virtual cessation of international migration, which, 
before 1914, contributed towards narrowing the 
spread between countries. Much of the improvement 
in the international balance which has been attained 
to date reflects not increased integration of the world 
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economy but rather a greater degree of compart- 
mentalization of regions within the private enterprise 
part of the world. Economic relations within the dollar 
area, the sterling area, the European Payments Union 
area and even smaller subdivisions have been strength- 
ened while trade and capital ties among areas have 
been loosened. 


In the under-developed countries, economic growth 
—significant as it has been in many cases by pre-war 
standards—has not kept pace with the rate in industrial 
countries. While agriculture and manufacturing have 
each expanded at about the same rate in under-de- 
veloped as in developed countries, the rise in total 
output has been smaller in the under-developed regions 
because agriculture, which expanded at a much lower 
rate than manufacturing in both regions, accounts 
for a much higher proportion of total output. Popula- 
tion growth, moreover, has been increasingly more 
rapid in the under-developed than in industrial coun- 
tries. The combined difference in output and popula- 
tion is reflected in a striking disparity in per capita 
growth: whereas in the developed countries per capita 
output has risen about 45 per cent since before. the 
war, in the under-developed regions ‘the rise appears 
to have averaged about 5 per cent: ae 


Since 1948 the increase in output of the under- 
developed countries has compared more favourably— 
or, more precisely, less unfavourably—with that of 
the developed countries; indeed, in the Middle East 
and Africa, owing to a remarkable expansion of output 
of petroleum and other minerals, the rate of increase 
has even exceeded that of western Europe on an abso- 
lute, though not on a per capita, basis, Though the 
improvement, as compared with pre-war trends, pro- 
vides ground for considerable satisfaction, it seems 
too slender a reed on which to support a conviction 
that the wide spread between levels of living in under- 
developed and developed regions may soon be signifi- 
cantly narrowed. : 


In the countfies of eastern Europe and mainland 
‘China, growth in the post-war decade has béen con- 
ditioned by a revolutionary transformation of the 
economy from the private ‘Enterprise system to central 
planning along the Soviet pattern. Industry has been 
nationalized, and while most agriculture remains under 
private ownership—even expanded under agrarian 
reforms—it has been subject to an intense drive for 
collectivization, briefly interrupted in 1953-1954 but 
resumed, though with substantial modification, in 
1955. With the process of economic decision-making 
removed from individuals and transferred to central 
planning authorities, these countries have been able to 
devote a high proportion of their output to investment 
and thereby to accelerate their rates of economic 
growth. All countries have given strong preferential 
treatment to the development of heavy industry as 
against light and consumer goods industries and— 


until recently—also agriculture; the major share of 
investment has gone into the expansion of basic metals, 
power and engineering industries. The rapidly growing 
stock of capital equipment in the producer goods 
sector and the enlarged flow of output from basic 
industry have broadened the base for further expansion 
of output and income. The level of living has, however, 
lifted much less than output has risen, owing to the 
low priority assigned to light industry and agriculture 
in the allocation of resources. In some countries, other 
than the Soviet Union, agriculture appears to have 
regained pre-war levels only by 1955, while the 
Soviet Union, whose farm output had risen about 
10 per cent by 1952, experienced virtual stagnation 
thereafter until 1955. The slow rate of growth in 
agriculture is only in part due to inadequate farm 
facilities, equipment and fertilizers supply. Not only 
has agriculture until recently received a low priority 
in relation to industry, but output has also fallen far 
short of planned targets, owing partly to resistance to 
collectivization, and partly to the lack of incentives for 
farmers to increase their output in view of the system 
of compulsory deliveries at low prices and the short- 
ages of industrial goods. Since mid-1953 economic 
policy has been revised with a view to increasing 
incentives for higher farm production; and while the 
new plans continue to assign highest priority to heavy 
industry, they give greater emphasis than heretofore 
to the concomitant expansion of agriculture. 


SPECIAL FACTORS AIDING POST-WAR GROWTH 


It would be imprudent to project the record of the 
first post-war decade into the second. In the under- 
developed countries capital expenditures have been 
financed not only out of increased production but 
also out of special sources, many of which are diminish- 
ing or disappearing. In the early post-war years many 
countries obtained international assistance through 
the United Nations Relief and Rehabilitation Ad- 
ministration or on a unilateral basis. Others were able 
to draw upon war-accumulated reserves of foreign 
exchange or upon war claims against allied industrial 
countries, but this source of finance has virtually dis- 
appeared. A number of countries continue to receive 
foreign economic or military aid from governments, 
on an uncertain year-to-year basis. It is not only these 
capital items, however, which are diminishing or un- 
certain. Certain doubts also attach to the income and 
production of under-developed countries. Most im- 
portant in this respect is the benefit they have derived 
from the improvement in their terms of trade as com- 
pared. with ihe pre-war period. In the aggregate, this 
has added far more to their import capacity in the 
post-war decade than have their capital imports. In 
view of the increasing gravity of problems of com- 
modity surpluses, part of the improvement in terms 
of trade seems likely to be lost, particularly in the 
case of agricultural exporters. The fact that in the 
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United States farm-parity price ratios, which measure 
the terms of trade of agriculture with the rest of the 
economy, have already declined to pre-war levels— 
though certainly not conclusive—is not altogether 
without significance for the international terms of 
trade of primary producers. 


Nor is the uncertainty confined to prices; it extends 
also to production in the under-developed countries. 
Tn country after country production of many commodi- 
ties had been stimulated by world shortages or high 
prices. During the war, shortages of imported goods 
encouraged an expansion of industrial output in many 
under-developed countries, part of which has since 
proved unprofitable. In the early post-war years, the 
dollar shortage encouraged production of items in 
non-dollar countries even when the goods could be 
obtained more cheaply from the dollar area. With the 
gradual disappearance of shortages and the emergence 
of commodity surpluses, production in such instances 
has been adversely affected. Textile production in many 
under-developed countries has not yet regained the 
peak war-time levels. In agriculture, especially in 
wheat, cotton and sugar, where large-scale surpluses 
have appeared, production has had to be cut back 
in many countries. In the case of raw materials, 
especially rubber and textile fibres, where prices have 
been subject to violent fluctuation, the production of 
synthetic substitutes has been stimulated in industrial 
countries. 


Nor can the rate of growth in industrial countries, 
be projected without qualification from the first post- 
war decade to the second. The rate since the end of 
the war is misleading as a guide to what a normal rate 
may be under full employment. It is clear that it was 
considerably higher than can normally be expected 
since it did not all depend upon the creation of new 
capacity. A large part of the growth was in fact 
made possible through repair and rehabilitation of 
capacity damaged during the war, which required 
less time and resources than construction of new 
capacity. Moreover, the rate of growth was accelerated 
by adaptation of war-time innovations to post-war 
civilian use; the electronics, chemical and drug in- 
dustries, in particular, have benefited enormously 
from war-time advances. 


The special post-war factors affecting the capacity 
to grow may have been less important for the in- 
dustrial countries, however, than those affecting the 
demand for growth. The vital role of pent-up demand 
in the inflationary pressures and balance of paymenis 
difficulties of the post-war years is well known. It is 
important to remember, though, that the pent-up 
demand had a highly favourable side also. In in- 
dustrial countries growth is likely to be retarded as 
much from the demand side as from the supply side. 
It is the periodic inadequacy of effective demand to 
absorb full capacity output that has historically men- 
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aced the growth of industrial ‘countries. In its milder 
form, when long-term investment remains unaffected, 
the outcome may be only a'short-term inventory reces- 
sion. When, in addition, long-term investment or con- 
sumption also reacts adversely, the result may be a 
depression of significant proportions. During the first 
post-war decade, as long as investment and consump- 
tion have been reinforced by a backlog of accumulated 
demand, the menace of depression has been absent. 
Tt would be foolhardy to assume, however, that the 
problem of ensuring adequate effective long-term 
demand for full employment and full utilization of 
resources has been permanently solved. 


In this context the recent application of monetary 
policy to deal with actual or threatening inflationary 
tendencies and balance of payments difficulties takes on 
added importance. Interest rates have been raised in 
most industrial countries and new restraints placed up- 
on business as well as consumer credit. Such restraints 
are, of course, desirable to the extent to which they 
choke off speculative stock-building, or an unhealthy 
investment boom in building based on anticipations of 
rising prices, or consumer hire-purchases based on 
over-optimistic expectations of future incomes; in these 
cases the restraints only head off a boom before it 
builds up to a probable collapse. There is always some 
risk, however, that if pressed ‘sufficiently far, the appli- 


cation of general monetary restraints may unduly 


check demand even for necessary long-term industrial 
investment and thus hamper economic growth. And 
where the restraints are applied in the hope of releas- 
ing additional resources for exports to finance required 
imports, there can, of course, be no certainty that the 
markets for such exports will always be found. The pol- 
icy has the best chance of success where export supplies 
have been lagging owing to pressure of internal de- 
mand, but even in this case the likelihood of success 
will depend in part upon the policies simultaneously 
adopted by other countries. If world demand continues 
strong, the enlarged export supplies may find ready 
markets; if, however, the rest of the world is simultane- 
ously tightening the reins upon demand, the restraints 
may prove ineffective for expanding exports. In such 
cases it is necessary to remain. alert to the danger that 
the monetary controls may provoke a recession in pro- 
duction and employment rather than yield significant 
long-term improvement in the balance of payments. 


This is not the only source of such danger, however. 
Balance of payments difficulties may stem as much 
from a burden of excessive costs as from pressures of 
excess demand. High prices and wages may limit for- 
eign demand for a country’s exports as effectively as 
internal demand may siphon off supplies of exportable 
goods. However potent monetary restraints may be in 
curbing demand inflation, they are less likely to be 
effective in dealing with cost inflation. In modern in- 
dustrial societies neither wages nor prices may be very 
sensitive to ordinary changes in monetary policies. 
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Attempts to deal with cost inflation by measures appro- 
priate for demand inflation may generate socially un- 
acceptable levels of unemployment before they produce 
any significant effect on the balance of payments. 


GROWTH AND ECONOMIC STABILITY 
IN THE POST-WAR DECADE 


If the menace of industrial depressions has been ab- 
sent in the first post-war decade, the problem of eco- 
nomic instability has by no means been of minor 
importance. On the contrary, the record has only 
dramatized the powerful forces of instability which the 
process of rapid growth itself tends to generate. A 
major source of difficulty, as is well known, lies in the 
dual role of investment. On the one hand, investment is 
an element of current production,. current income and 
current demand; on the other hand, investment adds to 
the stock of capital goods and therefore to the produc- 
tive capacity of the economy. Its effect is not symmetri- 
cal, however, in the two roles which it plays. If invest- 
ment should remain unchanged from year to year, it 
would constitute an unchanging element of current in- 
come and. current demand, but it would continually 
raise productive capacity. Income would thus tend to 
lag behind capacity. For income to rise enough to ab- 
sorb the output of an expanding capacity, investment 
must rise from year to year, unless other elements of 
demand are steadily increasing independently, so that 
the growth in demand may match the growth in capac- 
ity. Investment must not, however, rise too rapidly, for 
then demand would grow more quickly than the capac- 
ity to produce, and the economy would become subject 
to inflationary pressures. Thus, when an economy is 
operating at rates approximating full utilization of re- 
sources it becomes subject to the twin hazards of in- 
flationary and deflationary pressures. Small increases 
in the rate of growth of investment demand may gen- 
erate inflation; small decreases, on the other hand, 
may lead to recession. 


The problem is complicated by the fact that invest- 
ment is not the only element of effective demand which 
may be subject to fluctuation; all of the major elements 
which absorb the gross national product may vary their 
“take” from period to period. In recent years the gov- 
ernment portion especially has fluctuated widely, but 
even consumer demand has been far from stable in 
relation to income; indeed, fluctuations in the consump- 
tion ratio have been a key element in post-war eco- 
nomic developments, both in the United States and in 
western Europe. Similarly, investment is not the only 
factor tending to increase productive capacity; tech- 
nical innovations, for instance, may lift productivity 
and create new disproportions between capacity and 
demand. Changes in these elements may be sufficiently 
small and randomly distributed so that disproportions 
of demand and supply largely cancel each other, and 


economic growth may continue without interruption. - 


Experience has shown, however—and the post-war 
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period has been no exception—that one or another ele- 
ment or combination of elements of change may be- 
come predominant and carry the economy as a whole 
into a phase of inflation or deflation. 


Over the short term the deflationary effect of inade- 
quate demand and the inflationary effect of excess de- 
mand may be partly compensated by unplanned 
changes in inventories. Accumulation of inventories in 
the first instance and liquidation in the second in- 
stance may provide a breathing spell during which 
demand and supply may be adjusted without undue 
effects on prices or production. These changes are by 
their very nature of short duration, however. There is 
a floor below which inventories cannot be drawn down 
without curbing production, so that liquidation soon 
ceases and tends to change to renewed accumulation; 
and there is a ceiling above which producers cannot 
afford to finance inventories, so that accumulation 
changes to liquidation. In each case the gain during the 
breathing spell may be more than lost in the subsequent 
period unless the basic demand and supply factors can 
be adjusted in the meantime. 


When the gap between demand and capacity is not 
universal but confined to only one country or group, it 
may also be moderated by foreign trade relations. The 
inflationary effect of excess domestic demand may be 
partly offset by a rise in imports and decline in ex- 
ports; conversely, the deflationary effect of inadequate 
domestic demand may be partially compensated by a 
decline in imports and rise in exports. The resulting 
gain in internal balance may, however, lead to dispro- 
portionate losses in international balance. The rise in 
the import balance generated by excess demand may 
be relatively small in relation to the inflationary pres- 
sure but may still lead to an unbearable drain on the 
gold and foreign exchange reserves of the country. 
Conversely, a rise in the export balance generated by 
the deflationary pressure may be of minor consequence 
in moderating that country’s recession but may never- 
theless produce serious balance of payments difficulties 
in the rest of the world. 


Perhaps of greatest significance is the effect of the 
oscillations in inflationary and deflationary pressures 
on the stability of commodity prices and, in conse- 
quence, on the economies of under-developed countries. 
Owing to inelasticities of both demand and supply for 
primary products with respect to changes in price, 
variations in import demand of industrial countries are 
reflected in disproportionately large fluctuations in 
commodity prices. Even relatively mild inflationary 
pressures in industrial countries may generate large in- 
creases in commodity prices; conversely, relatively 
mild deflationary pressures in industrial countries may 
lead to substantial deterioration in primary product 
prices. Given the importance of commodity exports in 
the national income of under-developed countries, it 
follows that relatively moderate changes in demand 
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pressure in industrial countries may considerably in- 
crease the burden of instability in under-developed 
countries. 


The record of the post-war period is, in fact, one of 
rapid growth accompanied by oscillation between in- 
flationary and deflationary pressure in industrial coun- 
tries. Through 1948 virtually all countries were in the 
throes of severe inflationary pressures. At the end of 
1948 came a brief recession in the United States, re- 
flecting a temporary faltering of demand. This was 
reversed, however, in the second half of 1949, output 
reaching a new peak by the first half of 1950, before 
the outbreak of Korean hostilities. Expectations of 
sharply rising military expenditure quickened the pace 
of expansion in industrial countries in 1950 and 1951, 
but military budgets rose less than had been antici- 
pated, and in western Europe output levelled off in 
1952. In 1953/54 a mild recession set in once again in 
the United States as the economy adjusted to a cutback 
in military expenditure. Recovery set in around the 
middle of 1954, however, and renewed strength in 
housing, automobiles and other consumer durables 
carried output to new peaks in 1955. In the meantime 
the rate of growth in western Europe had been rising, 
and by 1954/55 several countries were again beginning 
to experience some inflationary pressure. 


Moderate as these oscillations have been at the inter- 
nal level, they have had far-reaching external effects. 
They have led to recurrent intensification and: easing 
of balance of payments difficulties for most non-dollar 
countries of the world; in most under-developed coun- 
tries they have superimposed upon domestic develop- 
ments alternating waves of inflation and deflation from 
the foreign trade sector. Nor have these oscillations 
been without long-term effects. The most obvious effect, 
perhaps, concerns commercial policy; liberalization of 
trade and payments has been less than hoped for in de- 
veloped countries and has made little progress in many 
under-developed countries. More important, however, 
is the adverse effect on the economic development of 
the under-developed countries; the extreme fluctuations 
in export prices have added to their difficulties in plan- 
ning and executing stable long-term development pro- 
grammes. Cycles in export proceeds have commonly 
generated cycles in imports, usually with a time lag. 
This has led to several problems; the flow of capital 
goods imports has been irregular and the lag between 
imports and exports has often led to balance of pay- 
ments crises as imports of manufactures ordered in 
flush periods have continued to arrive long after export 
proceeds had turned downwards. It is significant that 
this pattern of fluctuating imports generated by export 
cycles is as characteristic—frequently more so—of 
countries with direct controls on trade and payments as 
of countries without such controls. The pressure of 
demand for imports generated by high export proceeds 
is evidently too great to be suppressed even under a 


system of controls; the export cycle tends to be accom- 
panied by alternating waves of relaxation and tighten- 
ing of controls. 


National measures undertaken by under-developed 
countries to cope with the internal effects of the fluctua- 
tions in export proceeds have also been far from suc- 
cessful. Attempts to withhold supplies from the market 
to avoid sales at falling prices have frequently ended in 
failure. Measures to insulate the economy from price 


. fluctuations in world markets through internal price 


stabilization programmes or through exchange controls 
have broken down in many instances and in others have 
discouraged production and exports. The effects of 
price fluctuations have been considerably aggravated in 
the case of several commodities where marginal pro- 
duction has been stimulated. High prices have encour- 
aged the spread of production to marginal areas within 
countries, as well as to additional countries, some of 
which have then been eliminated as producers during 
periods of low prices. Where, on the other hand, the 
new producers have succeeded in establishing them- 
selves permanently, the long-term effects on prices and 


_on incomes of the old producers have been adverse. 


Moreover, the phase of rising prices has not only stimu- 
lated production of the same goods in competing re- 
gions but has also encouraged production of synthetic 
substitutes as well as greater economies in the use of 
materials. Once established, such new commodities or 
techniques permanently affect the demand for primary 
commodities. In all these ways, the instability of 
commodity prices has had a long-term adverse effect on 
incomes of primary producers. 


ECONOMIC DEVELOPMENT AND 
INTERNATIONAL SPECIALIZATION 


Experience during the post-war decade has made it 
abundantly clear that sustained growth of industrial 
countries, essential though it may be, is not in itself 
sufficient to provide for an adequate rate of growth in 
under-developed countries. As will be seen in the fol- 
lowing chapter, the demand of the industrial countries 
for primary products tends to rise much less than in 
proportion to the increase in their incomes and produc- 
tion. In the industrial countries consumption has, over 
a long period, accounted for a declining proportion of 
the gross national product, and food for a declining 
proportion of total consumption; in addition, the rela- 
tive share of agricultural output in the retail value of 
food consumption has fallen with the increase in serv- 
ices and costs of processing and distribution. The share 
of raw materials in the value of the final product has 
also declined as the composition of output has changed 
in favour of industries using less raw material per unit 
of output, as goods have undergone more intensive 
processing and as synthetics have been substituted for 
natural raw materials. Assuming supplies of primary 
products to keep pace with demand so that terms of 
trade remain unchanged, the growth of income earned 
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in primary production would thus be considerably be- 
low the growth in income of industrial countries. The 
problem is aggravated by the fact that in many indus- 
trial countries farm output is expanding more rapidly 
than the rise in consumption, so that agricultural im- 
ports are a falling share of their total consumption. 
Clearly, therefore, the under-developed countries, if 
they are even to keep pace with the rate of growth of 
industrial countries, must expand their internal markets 
as well as their trade with one another, rather than rely 
entirely on expanded exports of primary products to 
industrial countries. Much as increased exports are 
necessary to finance essential imports, one-sided expan- 
sion of the output of primary products would only 
widen the gap between the developed and the under- 
developed countries. 


The gap would be widened even if the expansion of 
primary production were such as to maintain the terms 
of trade unchanged. Should expansion of output go 
beyond this rate,-the terms of trade would be adversely 
affected; and,.given the relative sensitivity of demand 
for primary products and for industrial goods in re- 
sponse to changes in price, the gap might be expected 
to widen even further. 


Even within the industrial countries themselves, the 
relatively low elasticity of demand for primary prod- 
ucts in relation to income and industrial production 
has resulted in marked disparities in per capita income 
between primary producers and the rest of the econ- 
omy. But whereas within a rapidly expanding indus- 
trial economy the problem can be met in the long run 
by transfer of excess manpower from agriculture to 
industry, opportunities for migration across national 
boundaries are limited. Differences among nations in 
per capita income thus tend to grow rather than to 
diminish. The only avenue which exists for reducing 
such disparities and achieving a better balance in the 
growth of the world economy lies in a more rapid de- 
velopment of the domestic markets of the under-devel- 


oped countries as well as of their trade with one an- 
other. 


It is now generally recognized that broad economic 
development is not inconsistent with international spe- 
cialization. The gains from specialization and exchange 
are undeniable, at the international level no less than at 
the internal level. There are both the dynamic gains 
emphasized by Adam Smith—improvement of skills 
and techniques—and the static gains demonstrated by 
Ricardo—the optimal allocation of resources under 
given conditions of production. But specialization in- 
volves cost as well as gain; undue specialization makes 
for rigidity and renders the economy extremely vulner- 
able to shock. Man’s superiority over animals lies in 
his. peculiar combination of specialization and adapta- 
bility; natural history abounds in examples of over- 
specialized species which became extinct when faced 
with a drastic change in environment. The need for 
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adaptability, for flexibility, would provide ample justi- 
fication for broad economic development even if some 
immediate gains from specialization were thereby 
sacrificed. 


It is not clear, however, that economic development 
necessarily involves a net reduction in specialization, 
since under-developed countries characteristically suf- 
fer from unbalanced specialization. They are highly 
specialized in relation to international trade, producing 
negligible proportions of the goods they import, and 
generally consuming negligible proportions of the 
goods they export. At the same time there is relatively 
litile specialization in production of domestic goods, 
mauch of it being organized on a subsistence or handi- 
craft basis. Economic development need not therefore 
necessarily represent a sacrifice of specialization; on 
the contrary, it should lead to a better balance in spe- 
cialization. The decline in specialization involved in 
producing a portion of the imports and consuming a 
portion of the exports should be more than compen- 
sated by the increase in specialization in the internal 
market which is created by economic development. 


The under-developed countries have had little of 
Adam Smith’s dynamic gains—improvement in skills 
and production techniques—from their lop-sided spe- 
cialization. Nor—with some notable exceptions—have 
they benefited overmuch from the Ricardian gains of 
comparative advantage. Comparative cost calculations 
are relevant only upon the assumption that resources 
used for broad economic development would otherwise 
be employed to expand exports. The choice in under- 
developed countries, however, is frequently not be- 
tween exports and economic development, but between 
under-employment and economic development. Prices 
cannot be assumed to reflect comparative costs in an 
economy in which there is substantial unemployment, 
visible or disguised; there is no cost to the economy— 
only a net gain—in utilizing resources which would 
otherwise remain idle. If the effective supply of pro- 
ductive resources can be expanded, it is possible to in- 
crease the production of some goods without decreas- 
ing the output of any others. The problem is then no 
longer one of reallocating given resources from less 
efficient to more efficient uses; rather it is one of allo- 
cating resources not otherwise used to areas where they 
will make the maximum contribution to real income. 
Even if a shift of already employed resources from ex- 
port industries to those competing with imports would 
lead to a reduction in total output, it by no means fol- 
lows that under-employed or unemployed resources can 
always be put to use most productively in export indus- 
tries; the maximum contribution from resources enter- 
ing into new use may just as well be in goods compet- 
ing with imports. 


Relative prices may not be an appropriate guide to 
comparative advantage, moreover, even in economies 
in which there is no disguised unemployment. Prices 
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do not measure comparative costs in an economy in 
which substantial immobility creates wide disparities 
in earnings between industries. Where labour of simi- 
lar quality earns significantly different wages in alter- 
native occupations, relative prices can no longer serve 
as an index of real costs. It may be worth recalling 
that classical economists have long had reservations 
about the applicability of the comparative cost doctrine 
to countries with “non-competing” (that is, inade- 
quately mobile) industrial groups; indeed some ex- 
ponents of the doctrine have justified its applicability 
even to economically advanced countries only on the 
assumption that the industrial structures of such coun- 
tries are fairly similar to one another. However useful, 
therefore, prices may be as a guide to comparative 
costs in a highly integrated, fully employed, industrial 
economy, they are of more limited significance in the 
typical dual economy of an under-developed country. 


It is not immobility alone, however, which limits the 
applicability of the comparative cost doctrine in under- 
developed countries. A second qualification has gained 
widespread—indeed universal—acceptance. Economists 
have always recognized that even in industrial coun- 
tries, prices cease to function as a guide to optimal al- 
location of resources whenever possibilities of so-called 
“external economies” of production exist. In their po- 
sition on “infant industries”, economists have readily 
granted that a country may profit by sacrificing imme- 
diate comparative advantage for greater long-term 
gains from improvement in the conditions of produc- 
tion. The objection that it is difficult to determine in 
advance whether a specific industry warrants treatment 
as an infant industry, however valid for industrial 
countries, is less relevant for under-developed countries 
where it is the economy—not a single industry—that is 
the “infant”. 


Needless to say, these comments do not justify the 
path of autarky in economic development; given almost 
complete dependence upon imported capital goods, not 
to speak of widespread need for imported food and raw 


materials, a great expansion of imports is required 


even under the most restrictive import policy. Nor is 
there an inherent preference for import-competing 
goods over exports. The extent to which imports of 
non-essentials can be reduced is limited in any event, 
and an expansion of exports is normally necessary to 
finance increased import requirements for capital 
goods and other essentials. 


Neither does economic development imply expan- 
sion of industry at the expense of agriculture. On ihe 
contrary, a rise in agricultural supplies is normally 
needed along with the expansion of industry. This is 
true not only in countries dependent upon agriculture 
for foreign exchange; more important, typically, is the 
increased requirement for food consumption which is 
associated with economic development. In countries 
with low levels of living, any increase in private in- 


come that may be generated in the process of expansion 
is likely to swell the demand for food. Indeed, a sub- 
stantial increase in food requirements would still 
emerge, even if the government were to tax away most 
of the increase in income. For industrialization is com- 
monly associated with the migration of population 
from farms and villages to urban centres, and in coun- 
tries with considerable subsistence farming, it cannot 
be expected that the transfer of population will natur- 
ally give rise to a corresponding transfer of food sup- 
plies. To ensure adequate food in the towns it is neces- 
sary both to stimulate higher farm production and to 
provide increased incentives to farmers to bring their 
surplus food to the market. Unless food supplies can be 
increased, the growth of industry may be prematurely 
checked by unbearable food shortages and inflationary 
pressures. 


Nor does economic development imply a one-sided 
increase in heavy industry. In the course of industrial- 
ization, urban demand not only for food but also for 
industrial consumer goods, may be expected to rise. 
More significant, perhaps, is the fact that there will be 
little incentive for farmers to increase the supply of 
food to cities unless industrial goods can be obtained 
in return. Supplies of industrial consumer goods must 
therefore expand along with food supplies if industrial- 
ization is to proceed. 


The problems of balanced specialization are not con- 
fined to one economic system or another; they are as 
relevant for centrally planned as for private enterprise 
economies. Indeed, it will be seen in chapter 3 that sev- 
eral of these problems were encounterd in acute form in 
the eastern European countries and by 1953 prompted 
revisions of economic plans to lessen the disproportions 
which were creating serious difficulties for future ex- 
pansion. 


It is sufficiently clear, therefore, that economic de- 
velopment involves a many-sided expansion of demand 
—for capital goods and for raw materials, for food and 
for industrial consumer goods, It would be as unrea- 
sonable to expect that all of this expansion in demand 
should normally be met only from imports financed by 
an increase in exports as that none of it should be so 
met. Clearly, such a many-sided expansion of demand 
requires a balanced expansion of output. What is 
needed is a shift from the unbalanced specialization of 
a dual market-plus-barter economy to the balanced spe- 
cialization of an integrated market economy. 


THE DILEMMA OF BALANCED GROWTH 


Significant as the post-war decade of growth has 
been in other respects, it cannot yet be said that the 
world has effectively come to grips with the problem of 
economic development. The translation of potential 
into actual growth has thus far proceeded on a very 
limited scale. Growth in many of the under-developed 
countries of the world, it will be seen in chapter 1, has 
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not been sufficient to raise levels of living significantly. 
In few areas have incomes from production—not count- 
ing gains from more favourable terms of trade—grown 
sufficiently since before the war to generate annual sav- 
ings at a rate adequate to finance a continuing expan- 
sion of productive capacity per head of population. A 
large part of the increase in annual savings is not avail- 
able to improve levels of living because it is absorbed 
in providing instead for an increasingly rapid growth 
in population. Such increases in production as have 
taken place have as yet made little inroad upon dis- 
guised unemployment or under-employment. Nor has 
there been much impact on the degree of diversification 
or on the vulnerability of the economy to shocks. Even 
the increase in production of primary products, apart 
from petroleum, has been no greater—in many items it 
has indeed been smaller—in under-developed than in 
industrial countries. And while the rate of growth in 
manufacturing has been approximately comparable 
with that in industrial countries, the increase has been 
on such a small base as to be of limited significance. 
Manufacturing in under-developed countries still repre- 
sents only about 5 per cent of the total in private 
enterprise economies. 


Fundamentally, the economic dilemma of the under- 
developed countries has been that their demand and 
capacity have over a long period been mutually ad- 
justed at low levels of income and production which do 
not provide an adequate basis for growth. On the one 
hand, capital formation has generally been limited by 
savings inadequate to finance investment without infla- 
tion and balance of payments difficulties. On the other 
hand, the demand for investment in productive capital 
has frequently been insufficient even to absorb the 
whole of such savings as have taken place, so that part 
has not been used to finance investment in productive 
capital but has been dissipated or misallocated. The 
result of this equilibrium between low savings supply 
and low investment demand has been not balanced 
growth but economic stalemate. 


It is a mistake—not uncommon, but a mistake never- 
theless—to assume from the law of diminishing returns 
that capital must be relatively more productive in the 
under-developed countries because of its relatively 
greater scarcity in relation to land and labour. Despite 
the self-evident scarcity of capital in under-developed 
countries, investment opportunities for the private en- 
trepreneur have in many cases been quite limited. They 
have been limited, on the one hand, by the low levels of 
income which restrict consumer demand. On the other, 
they have been limited by shortages of skilled labour 
and management and of technical “know-how”, and by 
the absence of a social and economic “infra-structure” 
necessary for economic development. Even the indus- 
trial countries have their relatively depressed areas, 
and capital has not necessarily been found most pro- 
ductive in the regions where it has been scarcest. Mod- 
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ern technology is too capital-intensive for private 
invesiment to be able to flourish before the ground has 
been adequately prepared by vast outlays of capital for 
“social and economic overhead”. 


It is not only in goods which must compete with the 
output of the advanced countries that investment op- 
portunities have appeared limited; opportunities in 
industries producing purely domestic goods have in 
many cases also seemed unattractive. In a dynamic 
economy in which output is simultaneously expanding 
in many directions, investment in each industry is sup- 
ported by, and in turn helps support, investment in all 
other industries, since the additional income created in 
each industry provides the demand for the products of 
all others. Where output is sufficiently diversified, dis- 
parities between the responsiveness of demand and 
supply of individual commodities are likely to be suf- 
ficiently small so as to require little change in price in 
order to equate supply and demand. In under-developed 
countries, however, at least in the early stages of de- 
velopment, the entrepreneur cannot count upon an 
expansion in the rest of the economy to support his 
product but must bear in mind that the income gener- 
ated in his own plant may be largely spent on other 
goods; thus, the stagnation of demand in most direc- 
tions may depress investment demand in all directions. 
As a consequence, substantial portions of the savings of 
many under-developed countries have frequently been 
dissipated rather than invested at home in productive 
capital formation. Savings have been partly invested 
abroad or used to accumulate domestic hoards of 
jewels and specie; even when employed at home they 
have been partly invested in items such as luxury build- 
ing where demand is not significantly affected by high 
costs of production, or accumulated in cash balances 
for financial transactions, notably for usurious rural 
credit and land speculation. 


It does not follow, of course, that economic growth 
must from the very beginning take the form of a bal- 
anced expansion in all directions, If this were true, 
many of the countries which lack the resources to de- 
velop simultaneously in all directions might never be 
able to develop at all. The initial impetus to economic 
development may come from strategic growth in key 
economic sectors—in export goods or in goods com- 
peting with imports, for instance, where a market al- 
ready exists, or in investment in social and economic 
requisites for development. Before balanced growth 
can be achieved in under-developed countries it may 
first prove necessary to break the economic stalemate 
by means of unbalanced growth. 


If it is essential not to overlook the limitations which 
in many countries stem from inadequate investment 
opportunities, it is nevertheless true that where the 
process has already begun to gather momentum, the 
ultimate obstacle to economic development is set by 
the inadequacy of resources for rapid capital forma- 
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tion. A rise in investment generates increased incomes 
and higher demand for goods of all types—not only 
capital equipment, but also raw materials, industrial 
consumer goods and foodstuffs. The attempt to take out 
of the economy for consumption and investment more 
than it is capable of producing gives rise to the twin 
hazards of inflation and balance of payments deficits. 
The two hazards are, of course, closely interrelated; to 
avoid problems of external imbalance it is necessary to 
ensure internal balance. Unless savings can be in- 
creased sufficiently to finance the desired rate of capital 
formation, the excess demand is bound to spill over 
into higher demand for imports, at the same time as it 
siphons off part of the supply of exportable goods. If a 
wage-price spiral is permitted to develop, the external 
imbalance may be aggravated from the cost as well as 
the demand side; import demand may be additionally 
swollen, costs of production will rise and foreign de- 
mand for exports may even fall below the already re- 
duced level of supply of exportable goods. Loss of 
confidence in the stability of the currency may en- 
courage transfers of capital to foreign countries, 
further aggravating the deficit in the balance of pay- 
ments, the shortage of foreign exchange and the pres- 
sure on the exchange value of the currency. It is true 
that countries may and do seek to dam off pressures 
on the external balance by trade and exchange controls 
or by the use of multiple exchange rates. Such controls 
tend to aggravate the internal imbalance, however, by 
curbing supplies while demand continues to rise, and 
by reinforcing the price-wage spiral. Moreover, in the 
face of really extreme internal imbalance, experience 
shows that direct controls on the external balance are 
not likely to prove effective. 


It_would be.a.mistake to assume, however, that 
internal and’ external balance are so closely related 
that the one will take care of itself once the other 
has been achieved; balance of payments difficulties 
may well limit the rate of capital formation even when 
savings might be adequate to finance a higher level 
of investment. Unless the resources which may be 
diverted from domestic use through increased savings 
can in fact be employed in increasing the output of 
goods which will either earn or save foreign exchange, 
the country will not have the foreign funds it requires 
to pay for its essential imports. In that case economic 
development will founder, not on the boulder of 
excess aggregate demand, but on the rock of excess 
import demand. , 


The problems of inadequate savings and foreign 
exchange earnings to finance desired rates of capital 
formation dnd of imports are, of course, not unique 
to under-developed countries. The industrial countries 
of western Europe have been faced with the same 
twin problems throughout the post-war period, in 
acute form in the early years of reconstruction and 
since then in milder but apparently chronic form. 
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There is, however, an overwhelming difference in the 
scale of the problems faced by the under-developed 
countries. -Fo take first the problem of external im- 
balance: if conditions adequate to achieve internal 
balance do not automatically guarantee external bal- 
ance anywhere, the additional conditions necessary 
to ensure external balance are more difficult to achieve 
in under-developed countries. Given the lack of 
diversification and the high degree of concentration 
on only one or two export goods—and the concentra- 
tion of sales of even these goods in one or two markets 
—given the high proportion of income produced on a 
subsistence basis and the relatively low mobility be- 
tween the subsistence and the market sector, it is 
readily seen that an under-developed country may 
suffer a chronic external imbalance even when its 
savings might be sufficient to finance the desired rate 
of capital formation. The goods released from domestic 
utilization through higher savings are commonly not 
exportable and the resources not readily transferable 
to the export sector. The additional savings may then 
lead to more unemployment, visible or disguised, 
rather than to higher exports. Even when resources are 
transferable, there is little assurance that additional 
exports could find markets at prevailing prices; indeed, 
given the typically low elasticity of demand for pri- 
mary products, an increase in volume might lower 
rather than raise export earnings. 


Nor is the difference between industrial and under- 
developed countries confined to the export side of the 
balance; under-developed countries are typically much 
more dependent upon imports than are industrial 
countries. It is not simply that imports are usually 
larger in relation to incomes; it is also that a larger 
proportion of the imports are indispensable for eco- 
nomic growth. In under-developed countries, capital 
formation is dependent upon imported capital goods; 
if exports cannot be increased to finance an adequate 
rate of imports of capital goods, economic development 
may be completely frustrated. It is this factor which 
prompts under-developed countries to curb imports of 
non-essential goods, not only by means of high tariffs 
but also by direct quota restrictions, exchange controls 
and, in some countries, by multiple exchange rates. 


The difference in scale of the problem of ensuring 
a rate of savings adequate to maintain internal balance 
is even more readily apparent. The margin of per 
capita income available for saving is low in most under- 
developed countries and increases slowly, both because 
a large proportion has to be devoted to the development 
of overhead capital which “matures” only over a long 
period, and because a large part of such savings as do 
take place are needed merely to keep pace with an 
increasingly rapid growth of population. The relatively 
large shares of the subsistence and handicraft sectors 
of the economy make it difficult to provide adequate 
incentives for liquid savings or to modernize and 
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develop fiscal policy and administration. Moreover, 
the tradition of government as an agency for the 
promotion of economic welfare is much more recent, 
and time is required to develop the social and political 
institutions and the climate of public opinion which 
alone can provide individuals and economic groups 
with the necessary willingness to sacrifice current 
needs to future growth. 


In this, as in other economic problems, the primary 
responsibility rests with the countries themselves. 
Cumulative economic growth cannot be imported from 
without; it must be nourished from within. At the same 
time it is universally recognized that the responsibility 
is not confined to the under-developed countries, but 
is shared by the whole world. International help has 
been forthcoming in many ways, private and public, 
bilaterally and multilaterally. The almost universal 
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acceptance of economic development as the world’s 
overriding economic objective has led to a growing 
awareness and understanding of the special needs and 
problems of under-developed countries and to a more 
constructive attitude towards national and _inter- 
national measures for the promotion of economic de- 
velopment than has ever prevailed in the past. This 
attitude is reflected in the individual and joint efforts 
of governments, and in the operations of the United 
Nations and its specialized agencies. Bearing in mind, 
however, the benefits which economic development of 
the under-developed countries may bring, not only to 
them but to the whole world—as much in the enriched 
contribution to the world’s store of science, technology 
and skills as in the development of new resources and 
markets—it may be questioned whether the scope and 
scale of present programmes represent the world’s 
optimum contribution towards the accepted objective. 


Part I 


ECONOMIC GROWTH IN THE POST-WAR DECADE 


Chapter 1 


PRODUCTION IN THE PRIVATE ENTERPRISE ECONOMIES 


The post-war decade has witnessed a remarkable 
world-wide expansion of economic activity. After a 
decade of depression prior to the war, growth has 
become an overriding social objective in the private 
enterprise economies. The economic lethargy of the 
nineteen thirties has been shaken off, and the horizons 
of economic communities have been vastly extended. 
Governments have assumed new and increasing respon- 
sibilities for full employment, rising standards of living 
and economic development. 

The war-time expansion of output in North America, 
especially in the United States, provided a striking 
demonstration of the potential for growth which had 
been obscured by the preceding decade of inadequate 
effective demand. 

The influence of this example was not limited to the 
industrial countries which had experienced large-scale 
unemployment in the nineteen thirties. The conviction 
spread to most countries that they had latent potenti- 
alities for substantial growth, which should be ex- 
ploited to achieve peace-time improvement in the 
level of living. In the devastated areas of western 
Europe and Asia, this objective was reinforced by 
the urgent need to increase output and productivity 
in order to overcome the war legacies of shortages, 
inflationary pressures and deficits in the balance of 
payments. In the under-developed countries which had 


escaped the ravages of war, a similar attitude was 
fostered by experience during the war, when domestic 
output had been significantly expanded in response. 
to curtailment of imports or expanded foreign demand 
for exports. In Asia, added impetus to the drive for 
economic development was given by the post-war 
social revolution, which gave most of the peoples of 
the area national independence. 

Not only government, but the public also, has ex- 
perienced a profound change in economic climate. 
Not least among the significant changes affecting 
civilian demand has been the unanticipated rise in 
birth rates in industrial countries and the phenomenal 
decline in death rates in under-developed countries, 
which have given a sharp upward tilt to the growth 
curve of the world’s population. Civilian demand has 
grown even more rapidly than population as per capita 
incomes have generally risen and consumers have 
displayed constantly expanding aspirations to raise 
their standards of living. Business investment de- 
cisions in industrial countries have been freed from 
the shackles of large-scale excess capacity and unem- 
ployment, and have become motivated instead by 
shortages of both capital equipment and manpower. 
Durable goods industries, formerly characterized by 
“feast and famine”, have come to be viewed. instead 
as the key to economic growth, 


From Reconstruction to Long-Term Growth 


On a world scale of economic activity, the post- 
war decade may be divided into four phases: the 
first conditioned primarily by the immediate post-war 
crisis; the second characterized by a general awaken- 
ing to the long-term character of post-war economic 
problems; the third dominated by the raw material 
boom and collapse associated with the Korean hostili- 
ties; and the fourth, or current, phase marked by 
vigorous expansion, but encountering substantial ob- 
stacles. No precise line can be drawn in point of time 
separating one phase from another, not only because 
the timing has varied from area to area and from 
country to country, but, more importantly, because 
economic history resists such rigid compartmentali- 
zation. One phase tends imperceptibly to dissolve into 
the next, and where the dividing line is placed is in- 


1 Economic growth in the centrally planned economies of 
eastern Europe and mainland China is reviewed separately 
in chapter 3, 
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evitably somewhat arbitrary. While the guide-lines 
indicated below appear to be meaningful in sketching 
the chief features of production on a world-wide 
canvas, they necessarily involve sacrifice of precision 
in detail. 


IMMEDIATE POST-WAR CRISES 
The world emerged from the Second World War 


faced with three major economic crises. The gravest 
of all — indeed a major cause of the other two — 
was the crippling cut in standards of living in the war- 
devastated areas. The shortage was most acute in 
food supplies but the story was much the same in 
the rest of the economy. In most of Europe, agri- 
cultural production had been disorganized by the 
war; not only had livestock been destroyed and land 
rendered unsuitable for cultivation, but productivity 
had also been impaired by dislocation of manpower 
and shortages of fertilizers, insecticides and agri- 
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cultural equipment. In Asia, although war devastation 
was less widespread, it was no less intensive in the 
war areas; on a per capita basis, moreover, output 
was substantially lowered in view of a large and 
general increase in population (see chart 1). 


Increased imports from North America by the 
deficit countries, savings in food processing, lower 
feed requirements for livestock, and reduced exports 
from affected food exporting countries, helped to 
relieve the shortages. It is estimated, nevertheless, that 
per capita calorie consumption in Europe immediately 
after the war was about one-sixth’ below the pre-war 
level.? Data for Asian countries are less reliable but 
also suggest a significant drop from the already low 
pre-war level. 


Industry in Europe was hit no less hard than agri- 
culture. Although additions to plant and equipment 
for military production had more than kept pace with 
war destruction, civilian productive capacity had been 
sharply cut. Difficulties in converting war plant to 
civilian production, bottlenecks in transportation, 
shortages of power, fuels and raw materials, as well 
as dislocation of manpower, contributed to a drop in 
industrial production of about 30 per cent as com- 
pared with pre-war levels. 


The shortages in food, raw materials and capital 
equipment not only posed an urgent problem of satis- 
fying essential needs. They also exposed the war- 
devastated countries to inflationary pressure that 
hardly differed from that experienced during the war. 


It was not merely that bottlenecks in supplies of key 
materials necessary for reconstruction pushed up the 
costs of production and hampered general recovery. 
More important was the fact that the reduction in 
the level of living was too severe to be acceptable. 
A price-wage spiral was thus inevitably created by 
mutually incompatible attempts of the major income- 
earning groups — business, labour and farmers — to 
protect themselves from the full impact of the cut. 
The upward pressure on prices from this source would 
have been sufficiently intense even if incomes available 
for expenditure could have been cut in proportion to 
the decrease in supplies. In fact, the urgent needs of 
reconstruction and the war-weariness of the public 
rendered this goal virtually impossible of achievement. 


As compared with the pre-war years, public expendi- 
ture remained swollen by high military outlays, de- 
clining, it is true, in North America and western 
Europe, but rising in many parts of Asia which were 
beset by civil strife and other political disturbances. 
Civilian government outlays, too, were greatly ex- 
panded everywhere, not only on account of new and 
growing expenditure for the development of industry, 
agriculture and transportation, but also owing to 


2 Food and Agriculture Organization of the United Nations, 
The State of Food and Agriculture, 1955 (Rome), page 95. 
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enlarged subsidies and social welfare payments for 
safeguarding minimum standards of living. Despite 
a significant increase in government revenues over 
pre-war levels in many countries, expenditures were 
generally far in excess of revenues, thereby adding 
to private incomes and aggravating the pressure of 
consumer demand upon limited supplies. Only a few 
countries, where the tax structure had been revolu- 
tionized during the war, succeeded in maintaining a 
budget surplus during some part of this period as a 
result of pruning their military expenditures. 


Demand for private investment was compounded 
of the need for rebuilding and replacing war-damaged 
housing, industrial and agricultural plant and equip- 
ment and transport facilities, for reconverting war 
industry to civilian use and for meeting the release 
of pent-up demand for consumer goods. Investment 
in plant and equipment was reinforced by intensified 
business demand for rebuilding inventories which 
during the war had been run down in relation to 
output and sales. Consumer demand was inflated by 
the requirements of returning veterans, by the need 
to replenish wardrobes depleted during the war and 
by the demand for consumption goods whose output 
had been sacrificed to war requirements. Virtually 
everywhere, pent-up demand was supported by excess 
liquid assets, and an abnormally high proportion of 
available personal income was devoted to consumption. 
In some countries where inflationary pressures were 
especially intense, consumers ceased to save, in an 
attempt to provide themselves with essentials or to rid 
themselves of depreciating liquid assets. 


If even under war compulsion it was possible only 
to suppress rather than to eliminate. inflationary pres- 
sure, it is not surprising that inflation proved so 
difficult to cope with in the early post-war years when 
the public had grown weary of shortages, controls and 
high taxes. In most countries, suppressed inflation 
quickly gave way to open inflation as controls were 
dismantled or became inoperative. A number of 
countries with particularly acute inflation replaced 
their old currency with new issues in order to lay the 
groundwork for the restoration of economic stability. 
In several countries, runaway inflation had led to a 
complete loss of confidence in the currency, and it 
was necessary to overcome this inflation before recon- 
struction could begin. 


The countries of north-western Europe, and 
Australia and New Zealand, which retained their 
war-time system of controls during the first half of the 
post-war decade, remained in a state of suppressed 
inflation; even the budget surpluses which governments 
achieved through the maintenance of high taxes in 
the face of reduced military expenditures were inade- 
quate to offset the pressure of private demand on 
scarce supplies. In their concern over the interest 
burden on the budget and their anxiety over possible 
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long-term effects on employment and economic ex- 
pansion, governments were determined to maintain 
low interest rates. In any event — and this is often 
overlooked — the excess holdings of liquid assets, 
not only by the banks but also by the public, left 
little scope for the application of credit policies, even 
if governments had been favourably disposed to their 
use, Through direct controls, these countries succeeded 
in maintaining a greater degree of price-wage stability 
than prevailed elsewhere, and in preserving the more 
equitable distribution of the national income and of 
consumption which had been achieved during the war. 
The controls proved, however, increasingly difficult 
to administer. With the economy straining for maxi- 
mum employment and production, and with the bal- 
ance of payments under continuing pressure, it was 
difficult to provide for adequate inventories; the 
United Kingdom, in particular, experienced several 
balance of payments crises as a result of inventory 
fluctuations. Moreover, despite the controls, prices and 
wages could not be entirely stabilized; with import 
costs rising as the rest of the world permitted free 
market operations, it became repeatedly necessary 
to adjust wages and prices. 


The post-war shortages lay at the roots, not only of 
the inflationary pressures, but also of the acute balance 
of payments difficulties of much of the world. Devasta- 
tion in agriculture and industry was reflected in 
curtailed export capacity and emergency import re- 
quirements, both in Europe and in Asia. The only 
major region in a position to fill this deficit was North 
America, where productive capacity in food, raw 
materials and capital goods had been greatly expanded 
during the war. 


Thanks to international aid, provided through 
the United Nations Relief and Rehabilitation Ad- 
ministration (UNRRA), as well as directly by the 
United States and, on a more limited scale, by Canada 
and several other countries, the emergency require- 
ments in food, materials and equipment were met more 
fully than after the First World War. If reconstruction 
and rehabilitation of production and trade proceeded 
more rapidly than after the First World War, the 
superior performance is due in large measure to the 
greater margin for investment which was made pos- 
sible through such aid. By the end of 1948, less than 
four years after the end of the war, production in 
western Europe had recovered to pre-war levels, and 
by the end of 1949 even exports had regained those 
levels. By way of contrast, although the decline had 
been significantly smaller during the First World War, 
production regained pre-war levels only in 1924, and 
exports considerably later. 


The recovery of output in western Europe made 
it possible to reduce the pressure of pent-up demand. 
In countries where direct rationing and price controls 
had been dropped, excess liquidity was gradually 
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absorbed by increases in prices and wages, and the 
spiral slowed down considerably; in some instances 
prices even levelled off or began to fall. The United 
Kingdom, the Scandinavian countries and Australia, 
which had retained their war-time systems of direct 
controls, found it possible to deration and decontrol 
some items, to increase the rations of others and, in 
some instances, to reduce the degree of subsidy as 
well. Growing output also provided a margin for 
increasing exports and cutting imports, thereby re- 
ducing the extraordinary degree of dependence upon 
United States aid. Indeed, it became possible for the 
metropolitan countries of western Europe to permit 
freer use of the balances of countries and territories 
affiliated with them and in some instances even to ex- 
tend loans to enable these areas to increase their 
imports and thus quicken the rate of recovery. By 
1949 even Asia had achieved a significant degree of 
recovery in per capita food supplies. 


FROM ACUTE CRISES TO CHRONIC DIFFICULTIES 


The second phase, which may be dated from the 
beginning of 1949 to the outbreak of Korean hostili- 
ties, represents a period during which the structural 
problems which had been obscured by the immediate 
post-war crisis came to the surface. It became clear 
in the course of this period that the basic problems 
had not disappeared when the acute crisis conditions 
were overcome, but rather had emerged in a chronic, 
though somewhat milder, form. In particular, inter- 
national disequilibrium, which took the form of a 
world-wide dollar shortage, persisted long after pre- 
war levels of output had been restored, emergency 
imports had ceased and pent-up demand had been 
largely met. 


Fundamentally, international disequilibrium was 
related to the intense drive for recovery and expansion 
which has been the key economic feature of the post- 
war decade in industrial and under-developed countries 
alike. The drive for economic growth produced a 
continuing race between domestic demand and capacity 
in most of the world. In the United States, it is true, 
the gap between domestic demand and capacity was 
limited mainly to housing and other consumer durable 
goods; for the economy as a whole, capacity was, in 
fact, sufficient not only to satisfy growing domestic 
demand but even to provide for a substantial annual 
export balance to the rest of the world. Twice within 
the decade domestic demand even proved temporarily 
inadequate to absorb the full output of an expanding 
productive capacity, and mild, brief recessions were 
experienced. 


Elsewhere, however, the gap between domestic de- 
mand and productive capacity was more general in 
scope, more deep and more lasting, and it was reflected 
in both internal and external disequilibrium—in gen- 
eralized inflationary demand pressure and in a dis- 
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crepancy between import demand and export supply. 
The deficit persisted long after the export capacity of 
the non-dollar world had recovered, because increased 
exports were more than matched in the aggregate 
by a huge increase in import demand. 


Even the recovery and expansion of output in west- 
ern Europe did not suffice to solve the world’s dollar 
problem, owing to structural changes in world pro- 
duction and trade, which limited the scope for trade 
between western Europe and the rest of the non-dollar 
world, and rendered them more dependent upon im- 
ports from the dollar area. In the drive for economic 
expansion and development, capital goods had top 
priority in both western Europe and the under- 
developed countries. Western Europe was unable to 
spare an adequate supply: of capital goods from do- 
mestic use for export markets, and the under-developed 
countries were less interested than formerly in import- 
ing consumer goods, especially since in the meantime 
many had greatly expanded their own textile industries. 
The situation was similar for trade in the opposite 
direction in agricultural products; exportable supplies 
were reduced in primary producing countries because 
output had not yet fully recovered in some areas, 
because industrialization was in some instances com- 
peting with the output of agricultural exports and 
because in still other areas domestic demand for food 
had expanded with the rise in incomes and production. 
An aggravating factor for western Europe was the 


rupture in trade with eastern Europe, which had pre-— 


viously supplied it with grain and fuels in exchange 
for manufactures. 


In the circumstances, it is not surprising that the 
dollar problem appeared so intractable; that govern- 
ments felt compelled to maintain trade and exchange 
controls, especially in relation to the dollar area, even 
after production had been increased; and that even 
despite such controls, the balance with the dollar area 
could be settled only through substantial United States 
aid and oversea military expenditure. 


In the under-developed countries, the expansion of 
productive capacity proceeded at a generally slower 
rate than in western Europe. The rate of expansion was 
particularly low in Asia and the Far East, which suf- 
fered not only from an under-developed industrial 
base and from inadequate resources for financing in- 
vestment, but also from civil strife and other political 
disturbances. In Latin America the rate of investment 
was at first accelerated by means of large-scale liquida- 
tion of foreign exchange reserves that had been accu- 
mulated during the war, but this factor ceased to be of 
significance by 1949. 


The expansion of productive capacity in many 
under-developed countries was further checked, though 
only temporarily, by a drop in export revenues 
generated by a brief recession in the United States. 
In that country this period marked the first tem- 


porary faltering of demand; it was followed, how- 
ever, by rapid recovery which carried output to 
a new peak prior to the outbreak of Korean hostilities. 
A shortfall of demand below enlarged capacity levels 
had developed in the second half of 1948, but it was 
temporarily obscured by substantial inventory accumu- 
lation, only to re-emerge on an amplified scale in 1949, 
when accumulation changed to liquidation. The result- 
ing decline in business investment in inventories from 
1948 to 1949 was of the same order of magnitude as 
the total volume of residential construction in 1948. 
The recession was kept in check, however, through the 
operation of several built-in economic stabilizers, 
notably an automatic reduction in tax yields occasioned 
by the decline in incomes, and a rise in government 
outlays for unemployment insurance and farm support 
programmes. Renewed strength of both investment and 
consumption demand, especially in housing and auto- 
mobiles, reinforced by several government measures, 
including lower tax rates and credit liberalization, 
brought the recession to a halt and initiated a new 
expansion phase by the end of the year. 


Mild as were the domestic consequences of the re- 
cession, it had far-reaching external repercussions as 
United States import demand fell far more sharply 
than output. World market prices of raw materials 
dropped, and the quantum of exports of primary pro- 
ducing areas, especially of the sterling area, registered 
a substantial decline. The resulting deterioration’ in 
trade balances of the oversea sterling area was prob- 
ably an important factor—though by no means the 
only factor—contributing to the devaluation of ster- 
ling and other currencies in the autumn of 1949, By 
the first half of 1950 the recession had already been 
reversed, however, raw material prices had begun to 
climb upwards. again, exports of primary products 
had recovered and the United States export balance 
had fallen to a post-war low. 


The foreign exchange crises generated by the reces- 
sion induced most countries, industrial as well as 
primary producers, to tighten their trade and exchange 
restrictions, especially against United States products. 
Thus, at the same time as domestic controls were 
being dismantled, foreign trade controls were made 
tighter and more discriminatory. In retrospect, it seems 
probable that the recession added to the determination 
of western Europe to accelerate the rise in productive 
capacity, both within the region and in affiliated areas, 
in order to reduce its abnormal dependence upon the 
dollar area. 


THE KOREAN PHASE 


The third phase, from mid-1950 to the end of 1952, 
was dominated by the boom and collapse in raw 
materials which accompanied Korean hostilities, and 
the period of readjustment. New decisions to raise 
military expenditures and the extraordinary inventory 
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Chart 2. Prices of Primary Products 
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cycle to which they gave rise were the key elements 
in economic activity. A sharp upswing in speculative 
inventory accumulation, and acceleration of orders for 
investment and consumer goods in anticipation of 
shortages and rising prices, set into motion a world- 
wide expansion of output and a raw materials boom 
of exceptional proportions (see chart 2). Concern over 
the developing surpluses and recessionary tendencies 
of a year earlier quickly gave way to anxiety over 
scarcities and inflationary pressures. Taxes were in- 
creased and credit restraints imposed to curb increases 
in consumption and release resources for heavy in- 
dustry. In the United States, general price and wage 
controls were also established, but countries in western 
Europe generally permitted prices and wages to rise 
to offset higher import costs. No attempt was made to 
suppress inflation by means of the war-time apparatus 
of rationing, price controls and subsidies, although a 
number of raw materials in scarce supply were sub- 
ject to international allocation. 


Demand pressure was naturally most intense in the 
United States, where it was reinforced not only by 
greater involvement in the Korean hostilities but also 
by the forces of recovery from the 1949 recession. Out- 
put in western Europe did not lag far behind, how- 
ever, as both private consumption and private invest- 
ment spurted in response to revised expectations. 
Output also expanded in the under-developed countries 
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under the stimulus of higher export earnings, which 
encouraged civilian demand for consumption and in- 
vestment and increased government revenues available 
for public investment, at the same time as they made 
available additional foreign exchange reserves to 
finance increased imports. In these countries, however, 
the expansion in output got under way more slowly, 
partly reflecting the inelastic character of the supply 
of primary products, partly owing to the inevitable 
lag in translating higher export earnings into increased 
investment. In addition to the usual interval between 
higher profits and revised investment decisions, the 
lag in many under-developed countries arises from the 
dependence of investment upon imported capital goods 
in conditions of chronic shortages of foreign exchange. 
The trade and exchange control authorities must be 
persuaded to grant import licences and allocate neces- 
sary foreign exchange, orders must be placed in foreign 
countries and, in addition, long production periods for 
the required capital goods result in considerable delay 
between orders and shipments. Little wonder, then, 
that in many of these countries imports of capital 
goods continued to rise after the collapse of the raw 
materials boom, reaching a peak only in the first half 
of 1952, when export earnings had already fallen 
considerably. 


The raw materials boom collapsed almost as quickly 
as it had begun when it became evident that military 
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operations and outlays would be limited. Although 
government expenditures and related private invest- 
ment were still gathering momentum in industrial 
countries, inflationary pressures subsided and many 
world prices of raw materials tumbled when demand 
for inventory accumulation ceased and gave way to 
large-scale liquidation.” Consumption also slackened, 
partly as a result of the anti-inflationary monetary and 
fiscal restraints that had been imposed earlier, partly 
as a reaction to the speculative and precautionary pur- 
chases of a year earlier. The growth of output slackened 
first in western Europe where, on the one hand, a 
slump of considerable proportions developed. in the 
textile industry, and where, on the other hand, expan- 
sion in engineering industries had not yet gathered as 
much momentum as in the United States. The reaction 
in under-developed countries followed, but generally 
later than in western Europe. The decline in their ex- 
port earnings led to downward revisions in their in. 
vestment decisions, and the ensuing deficits in their 
balances of payments led in many instances to foreign 
exchange crises which induced many countries to 
tighten their trade and exchange controls once again 
and to revise the scale of their development pro- 
grammes. 


CURRENT EXPANSION 


Since about 1953 the world has embarked on a new 
phase of expansion, interrupted only briefly by a mild 
recession in the United States in 1953/54. This ex- 
pansion once again, in the course of 1955/56, revived 
fears of inflationary pressure and balance of pay- 
ments deficits in several countries of western Europe. 
The new phase began as a period of readjustment to 
the cycle generated by Korean hostilities, but it soon 
developed dynamics of its own. At first the impetus 
came from the reversal of the downtrend in invest- 
ment in inventories and from a recovery in consumer 
goods industries stimulated in part by the relaxation of 
the monetary and fiscal restraints imposed earlier. 
Soon, however, both investment and consumption 
gathered momentum and carried output to new peaks. 
Both in. western Europe and in North America the 
forces of expansion were particularly strong in hous- 
ing and in consumer durable goods, especially auto- 
mobiles. In both areas demand was greatly stimulated 
by liberalization of credit policies; in western Europe 
the ldrge-scale use of consumer credit to finance sales 
of consumer durable goods marks an institutional 
development of major importance. 


The rise in output and incomes generated by in- 
creased demand in these sectors has brought a sharp 
upward revision in business expectations, and invest- 
ment demand has received new stimulus in all sectors 
of the economy. In the United Kingdom, where output 
has been maintained at close to capacity throughout 
the post-war period, the upsurge in demand has created 
bottleneck problems in fuels and basic materials, 


notably steel. Symptoms of general inflationary pres- 
sure, from both the cost and the demand side, have 
also become visible in northern Europe, and the gov- 
ernments, in order to safeguard their balances of pay- 
ments, have damped the rate of expansion by imposing 
new restraints on credit. At the same time, the growth 
of demand in this area has provided enlarged markets 
for several countries, notably Belgium, France and 
Italy, where there had previously been a greater degree 
of slack in the economy. Output in these countries has 
recently been expanding far more rapidly than in 
earlier years, and investment demand has also been 
accelerated. 


The growth of output in the United States during 
this period has been based on essentially the same 
elements as in western Europe, namely, on record 
levels in housing and in consumer durables, especially 
passenger cars, and on continued strength in invest- 
ment in plant and equipment. The demand in these 
sectors has been sufficiently intense, not only to fill 
the gap left by the reduction in military expenditures 
but also to carry output to a new peak. Unlike western 
Europe, however, where the impact of the adjustment 
to the cessation of Korean hostilities was relatively 
mild, in the United States a cutback in military outlays 
was accompanied by an inventory cycle which gen- 
erated a recession in output in 1953/54 lasting about 
a year. Contrary to widespread fears based on the 
experience of 1949, this recession had little adverse 
effect on the world economy. Economic activity con- 
tinued to expand, world market prices remained rela- 
tively stable, and the setback in the balance of pay- 
ments of the world with the United States was readily 
absorbed.® 


In the under-developed countries, where the princi- 
pal determinant of the level of production is the agri- 
cultural harvest, total output has in general also con- 
tinued to rise during this phase. There have been many 
local setbacks—flood damage in Pakistan, poor weather 
in Burma, frost in Brazil in 1953/54, drought in 
Argentina, Iraq and Turkey and bad growing con- 
ditions in Thailand in 1954/55, for example—but by 
and large it has been a favourable period for agri- 
culture, particularly in south-eastern Asia, where the 
food situation has been improved by a succession of 
good monsoons. The general rise in agricultural output 
reflects not only favourable weather but also in many 
cases the results of earlier investment in the agricul- 
tural sector—irrigation projects in such countries as 
India and Mexico, improvements in seed and planting 
techniques in several Asian and African countries, 
increases in mechanization in Latin America. On the 
whole, it is the food importing countries in which 
agricultural development has been greatest, and the 
consequent expansion of production has posed serious 


3 For a more detailed review of these developments, see 
United Nations, World Economic Report, 1953-54 (sales 
number: 1955.11.C.1). 
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problems for traditional exporters, such as Burma and 
Thailand—problems that have been aggravated by 
the existence of large surpluses in some industrial 
countries and by uncertainty with regard to their 
disposal. 


In general, the expansion of agricultural production 
in under-developed countries has been for domestic 
consumption rather than for export; the upswing in 
activity in industrial countries has had relatively little 
effect on the output of most agricultural commodities. 
-_ This reflects not only the effects of existing surpluses 
but also the failure of the demand for foods and fibres 
to rise significantly during the investment boom. Even 
in the case of rubber, demand for which rose to record 
levels in 1955, expansion of output of the natural 
product was relatively small, and in some producing 
countries—Burma, Ceylon and Indonesia, for example 
—output did not respond at all to the rise in price. 
The increase in the demand for metals in the industrial 
countries induced a somewhat greater expansion of 
output in the under-developed countries, notably of 
bauxite (particularly in Jamaica) and iron ore (par- 
ticularly in Venezuela). Even in the case of minerals, 
however, the elasticity of supply has generally been 
low: notwithstanding the increase in demand and price, 
tin production declined in 1955, while copper output 
was lower in Mexico and Northern Rhodesia, and lead 
production in Mexico and Tunisia. The only mining 
activity in under-developed countries that has re- 
sponded generally and positively to the rise in demand 
in industrial countries—not only during the recent up- 
swing but throughout the post-war period—has been 
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petroleum production, particularly in the Middle East. 


The effects of changes in the demand for the exports 
of under-developed countries, however, are to be found 
less_in changes in the level of production than ini 7 
changes in incomes and foreign exchange receipts; in 
this respect a marked contrast has emerged in recent 
years between the exporters of minerals and rubber, 
on the one hand, and the exporters of fibres and food- 
stuffs, on the other. These changes in incomes, while 
chiefly affecting the external balances of the under- 
developed countries, have also exerted a major influ- 
ence upon domestic investment and consumption. 


Though it still represents a very small fraction of 
the world total, industrial production in the under- 
developed countries has continued to increase at a 
more rapid rate than primary production. In general, 
manufacturing capacity is confined very largely to 
the lighter industries, based on local raw materials and 
producing processed foods, textiles, clothing and shoes. 
In the recent period there has been some expansion 
of heavier industries: cement plants and, to a lesser 
extent, steel and engineering capacity has been in- 
stalled or enlarged in a number of countries. This type 
of expansion characterizes the second five-year plan 
that is about to commence in India, although another 
important objective is the expansion of labour-intensive 
activities, especially rural handicraft and small-scale 
industries, which may curb the increase in unemploy- 
ment in the towns—a problem that faces other under- 
developed countries (Brazil, Ceylon and .the Philip- 
pines, for example) in the course of urbanization and 
industrialization. 


The Dimensions of Post-War Growth 


The major features of the current expansion phase 
are reviewed in some detail in part II. It is appro- 
priate here, however, to view the current position in 
relation to the situation in 1948, when immediate 
post-war crises had been rendered less acute, and also 
in relation to the pre-war period, in order to place 
the growth of the post-war decade in longer term per- 
spective. 


The volume of output of the world’s factories, farms 
and mines rose by about two-thirds from the pre-war 
period to 1954.4 The increase since 1948 has been 


4 The pre-war period referred to is 1938 for mining and 
manufacturing and the average level of 1934 to 1938 for agri- 
cultural production. 

There are a number of well-known difficulties in measuring 
changes in output, particularly over a fairly long period of 
years. Of major importance are changes in the composition of 
output; any index of production extended over a period where- 
in appreciable changes in composition have occurred un- 
avoidably suffers more or less serious distortion. Improvements 
in quality of output also elude measurement and introduce an 
element of underestimation. Moreover, national indices differ 
widely in method of construction, coverage and classification 
of branches of production; these discrepancies cannot be 


approximately as large as the rise from the pre-war 
level to 1948—of the order of 30 per cent in each 
period. On an annual basis the-rate has thus been 
much higher in the recent period. The growth has been 
more rapid in developed than in under-developed 
countries, especially so in the phase from the pre-war 
years to 1948 owing to the extraordinary expansion 
of output in North America (see table 1).° 


eliminated in constructing international measures. Wherever 
such measures could not be established by combining national 
indices — and this applies to the regional indices of industrial 
production for under-developed countries — they had to be 
constructed from available data on commodities and prices; 
the indices so constructed are particularly subject to defi- 
ciencies as regards their commodity and geographical cover- 
age. Furthermore, in under-developed countries the recorded 
increases in production may overstate actual increases, since 
economic development is often associated both with the ex- 
tension of the market economy and with the replacement of 
the unrecorded output of cottage industries by factory 
production. 

5 For the purposes of this chapter, developed countries in- 
clude North America (Canada and the United States), western 
Europe, Australia, Japan, New Zealand and the Union of South 
Africa; the under-developed countries include all others ex- 
cept mainland China and eastern Europe. 


Chapter 1. Production in the private enterprise economies 25 
Table 1. Indices of Commodity Output" and of Population, Developed and 
Less Developed Areas 
(1948=100) 

Commodity Per capita 
wands . output Population commodity output 

Pre-war® 1954 Pre-war® 1954 Pre-war 1954 

World total* 78 130 86 109 91 119 

Developed areas® ............. 75 131 91 108 83 122 

Canada and United States .. 53 117 89 110 60 106 

Western Europe ........... 107 151 93 105 115 144 

Less developed areas ......... 90 126 83 110 109 115 

Latin America ............- 78 122 79 115 98 106 
South-eastern Asia ......... 104 125 83 109 125 1b 

Africa* and Middle East .... 80 144 85 109 94, 132 


Source: United Nations Bureau of Economic 
Affairs. 

a The indices, which should be regarded as 
rough estimates, were obtained by combining the 
estimates of production ‘in agriculture, mining 
and manufacturing shown in table 4. 

b Pre-war data for mining and manufacturing 
refer to 1938, and for agriculture, to the average 
of 1934 to 1938. 

¢ Pre-war data for developed areas refer to 


Among developed countries the rise in output since 
1948 has been higher in western Europe than in North 
America; this is true even after allowance is made for 
the striking recovery of western Germany from the 
low levels to which its output had sunk by 1948. Since 
western Europe had not yet fully recovered the pre- 
war ageregate level of output in 1948, whereas North 
America already exceeded that level by more than 
two-thirds, the data for the entire period since before 
the war record a much larger increase in output for 
North America than for western Europe. While in the 
former area output in 1954 was more than twice as 
high as before the war, in the latter area the increase 
was in the neighbourhood of 40 per cent. 


Data on production are naturally more scanty and 
less reliable for the under-developed than for the de- 
veloped countries. So far as data are available, they 
indicate that the growth in aggregate agricultural and 
industrial output of the under-developed countries since 
the pre-war period is of the same order of magnitude 
as in western Europe. Unlike western Europe, how- 
ever, where the rise from the pre-war to 1954 levels is 
fully accounted for by the increase since 1948, in the 
under-developed regions only about two-thirds of the 
increase has taken place since 1948. Largely owing to 
the expansion of petroleum and other mineral produc- 
tion, the highest rate of growth in output since 1948 
has taken place in the area comprising the Middle East 
and. Africa. The rate was also high for most of Latin 
America, but the total for that region is heavily 
_ weighted by output in Argentina, which has remained 
‘virtually stagnant since 1948. Both areas had also 

achieved a considerable expansion of output during 
the war and early post-war years; in 1948 their com- 


1938, and for less developed areas, to the average 
of 1934 to 1938. 

@ Excluding mainland China 
Europe. 

e Australia, Canada, western Europe, Japan, 
New Zealand, Union of South Africa and the 
United States. 

t Excluding the Union of South Africa. Data for 
agricultural production relate only to six countries 
in the area. 

\ 


and eastern 


modity output was about one-fourth above pre-war. 
levels. Their rates of expansion from the pre-war period 
to 1954 thus contrast sharply with the much lower 
rate achieved in south-eastern Asia where, owing to 
war devastation, aggregate output in 1948 was only 
approaching pre-war levels. By 1954 total commodity 
output in that region was only about one-fifth above 
pre-war levels, an achievement that had been sur- 
passed in the other two areas by 1948. The rate of 
expansion in south-eastern Asia from 1948 to 1954 
was somewhat higher than that achieved during the 
same period in Latin America as a whole, but not as 
high as the rate for Latin America exclusive of Argen- 
tina. Even after allowance for Argentina, the rate of 
growth in the under-developed regions since 1948 has 
been substantially below that reached in western 
Europe; if allowance is made, on the other hand, for 
the exceptional recovery of western Germany, the com- 
parison with the rest of western Europe is much less 
unfavourable.® 


Population growth has absorbed a substantial por- 
tion of the rise in output, more so, however, in under- 
developed. than in developed countries. Although, as 


6 In contrasting western Europe with the under-developed 
regions, it is important to bear in mind that western Europe 
itself contains a region which is no more developed than many 
parts of the three continents—Asia, Africa and Latin America 
—commonly classified as under-developed, Available regional 
data for western Europe include southern Europe, where the 
level and structure of production have more in common with 
those of under-developed than of developed countries. A fur- 
ther statistical difficulty arises from the fact that Italy contains 
two separate economic regions, the industrial north and the 
under-developed south. On the problems of this area, see 
United Nations, Economic Survey of Europe in 1953 (sales 
number: 1954.IL.E.2). 
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has been noted, aggregate output rose approximately 
as much in under-developed countries as in western 
Europe (40 per cent since the pre-war period) per 
capita output in under-developed countries shows only 
a very small rise—little more than 5 per cent as com- 
pared with approximately 25 per cent in western 
Europe. Latin America, which had a relatively high 
rate of expansion of output among the under-developed 
areas, also had the highest regional rate of population 
growth; its output per capita has increased since be- 
fore the war only about one-third as much as in western 
Europe, even though the rise in its aggregate output 
was about one-third greater. 


The growth of population in the under-developed 
areas of the world has been accelerating over recent 
decades. In many instances, the current rates of in- 
crease in population markedly exceed those which 
were common in western European countries during 
their most rapid periods of population growth. The 
available evidence suggests that the rate of natural 
increase then rarely exceeded fifteen per thousand 
and that generally the maximum rate was somewhat 
lower.’ By comparison, rates of natural increase ex- 
ceeding twenty-five per thousand have been evident 
since the war in a number of under-developed coun- 
tries, especially in Latin America but also elsewhere. 
The decline in European death rates was gradual; 
moreover, in the course of time it was accompanied by 
a falling birth rate. In contrast, most under-developed 
countries can now, through the application of modern 
public health techniques, secure reductions in the 
death rate in spectacularly brief periods of time. The 
birth rate in most under-developed countries, on the 
other hand, has not yet changed, but has thus far 
generally remained constant, and high. 


Among the less developed countries of the Asian 
region, the annual rates of natural increase in a num- 
ber of the smaller countries in the south and east have, 
during the post-war years, approached the high rates 
prevailing in Latin America. The rate. of increase has 
remained lower in India, but it has been higher in 
the post-war years than in the nineteen twenties, al- 
though lower than in the nineteen thirties. 


As a partial offset to the differential effect of popula- 
tion growth, a shift in the terms of trade since the 
pre-war period has made the disparity in rates of 
growth significantly smaller for per capita incomes 
than for per capita output. As may be seen in 
chapter 2, the improvement in terms of trade of 
primary producing countries since pre-war years has 
been substantial. The distribution of the gain from 
more favourable terms of trade has been extremely 
uneven, however, depending upon the particular com- 
modities predominating in the exports of a given 
country. By far the greatest gains appear to have been 


7 United Nations, The Determinants and Consequences of 
Population Trends (sales number: 1953.XJII.3). 
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those accruing to exporters of cocoa and coffee. 
Nevertheless, only four of the twenty-eight primary 
commodity groups studied. in chapter 2 have risen less 
in price, since the pre-war period, than manufactures 
exported from the leading industrial countries—with 
the result that almost all of the primary producing 
countries for which data are available have recorded 
some gain from more favourable terms of trade since 
pre-war years. 


The shift in terms of trade has done more than 
supplement the resources otherwise available from 
production; to a significant extent it has served as 
a catalytic agent in stimulating an expansion of output. 
Like a rise in income from any other source—domestic 
or foreign—the gain from an improvement in terms 
of trade.is likely to have an added effect on production, 
depending, on the one hand, upon the extent to 
which the gain in income increases the demand for 
domestic goods and, on the other, upon the extent 
to which productive capacity is adequate or can be 
expanded to satisfy the increase in demand. The gain 
from improved terms of trade in the post-war period 
has in many instances affected profits relatively more 
than other sources of income; a significant part of 
the gain has therefore spilled over into savings and 
into luxury imports, and the effect on the demand 
for domestic consumption goods in many under- 
developed countries has been limited. Its impact on 
investment has been highly significant in many cases, 
however; not only have the improved terms of trade 
tended to lift profit expectations but they have also 
constituted a major source of saving for’ financing 
capital formation and of foreign exchange for financing 
required imports of capital goods. Of course, the 
effect on productive capacity of the economy depends 
upon the particular forms of investment into which 
the funds are channelled. In parts of Latin America, 
especially, a portion of the rise in income from im- 
proved terms of trade has been channelled into luxury 
housing rather than industrial plant and equipment; 
even such investment, it is true, is not without indirect 
effects on expansion of capacity in subsidiary in- 
dustries, but its direct effect on productive capacity 
is naturally more limited. 


In countries where private industrial investment 
has been only slightly responsive to changes in terms 
of trade, there has nevertheless often been a significant 
effect on public investment. For although public capital 
formation is not conditioned by profit calculations in 
the same sense as is private investment, it has, of 
course, been limited by the availability of national and 
international financing. The improvement in the terms 
of trade in the post-war period has provided an 
important source of government revenue as well as of 


. foreign exchange in support of public investment. 


To the benefits accruing from the improvement in 
the terms of trade must be added the support pro- 
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vided in the post-war period by foreign government 
aid, loans of the International Bank for Reconstruc- 
tion and Development and the partial recovery in the 
international flow of private capital since the immedi- 
ate pre-war period. This has enabled a number of 
under-developed countries to increase the quantum 
of their imports by more than the quantum of their 
exports. The distribution of such external financing 
among various countries has been very uneven, how- 
ever, and, with few exceptions, the inflow has been 
small in relation to domestic output and also to 
domestic investment.’ It should not be overlooked, 
however, that the size of such aid in relation to total 


investment is not a complete indication of its im- 
portance. It may represent a substantial supplement 
to scarce foreign exchange reserves. Furthermore, as 
is true of the improvement in terms of trade, the 
assistance obtained through international capital flow, 
both public and private, consists not merely of the 
direct supplement it provides to domestic output; 
perhaps of comparable significance is the stimulus 
it can provide to domestic output through the pro- 
vision of facilities which create new outlets for 
private domestic investment and also through the 
diffusion of modern technology and of managerial 
skills associated with the international flow of capital. 


Allocation of Resources to Investment and Consumption 


It is no accident that the rate of increase in per 
capita output of the developed countries—aside from 
the setback to western Europe during the war—has 
been appreciably above that of the under-developed 
areas. The expansion in developed regions has been 
brought about through advances in technology and 
improvement in labour skills, accompanied by, and 
indeed largely determined by, increasing rates of 
per capita capital formation. In many under-developed 
countries, however, per capita national incomes have 
been too low to provide an adequate margin for the 
investment necessary to accelerate the expansion of 
output in relation to population growth to a compar- 
able degree. 


EXPANSION OF INVESTMENT 


Capital formation—both cause and effect of the high 
and rising levels of output and income—has been 
substantially expanded in the developed countries, 


8 The inflow of private capital was offset to some extent by 
substantial repatriation of United Kingdom capital in the early 
part of the post-war period, most notably in Argentina. 


compared with the immediate pre-war years and with 
1948, As may be seen from table 2, the rise since 
1938 has been greater for real capital formation than 
for total national product, especially in Canada and 
in western Europe. In North America the expansion in 
relation to the gross national product had already 
taken place by 1948, reflecting the improved climate 
for investment associated with the change-over from 
pre-war depression to post-war full employment levels 
of economic activity. Although investment in 1948 
was undoubtedly enhanced by the fact that war-time 
curtailment in some industries had not yet been fully 
compensated, the share of investment in total output 
in 1954 was litile different from that of 1948, despite 
some recession in economic activity in the United 
States. The total increase in private investment in 
fixed capital in the United States from 1948 to 1954, 
however, was accounted for by a rise in construction, 
especially in residential building; investment in pro- 
ducers’ durable equipment in 1954 was somewhat 
below 1948 in- absolute amount, and in 1955 it 
apparently recovered only to about the 1948 level. 
Judging from the composition of purchases of durable 


Table 2. Indices of Components of Real Gross National Product, Selected Areas 


(1948=100) 
Gross Gross fixed 
Area and year rational domestic capital Private Public 
product formation consumption consumption Exports Imports 

Canada: 

1938 ............ 56 41 60 61 61 65 

1954 2.0... eee. 125 129 126 188 lll 135 
United States: 

TOSS! etalon Gees ~ 60 57 66 60 54 71 

5: eee eee 123 121 120 197 106 136 
Western Europe: 

1938: iit, 3 sie hg. a 102 «OT 101 \ 100 137 116 

1954 ......-..06. 140 155 129 135 188 135. 


Source: Organisation for European Economic 
Co-operation, General Statistics, No. 1, January 
1956 (Paris). Data for exclusion of stocks. from 
United States gross fixed domestic investment in 


1938 were obtained from The Mid-Year Economic 
Report of the President, July 1952 (Washing- 
ton, D.C.). 

a Including stocks. ., * 
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equipment in 1952, when the aggregate was somewhat 
above 1948 and 1954, the output of most types of 
durable equipment has in fact declined substantially 
since 1948, and only increases in metal-working 
machinery, electrical machinery and passenger cars 
for business use have kept the total from falling 
significantly.® 


In western Europe, nearly all of the rise in the 
investment ratio has been accomplished since 1948. 
This increase has taken place despite the progressive 
decline and virtual disappearance of foreign economic 
aid, and despite some losses from deterioration in 
the terms of trade. Rising levels of income provided 
the margin of savings for financing a more than 
50 per cent increase in capital formation from 1948 to 
1954, even while public and private consumption rose, 
and an import balance was converted to an export 
surplus. 


Significant as this increase appears to be in the 
aggregate, it may be noted that the ratio of investment 
to national product, even in a number of the advanced 
countries of western Europe, notably Belgium, France 
and the United Kingdom, is still below that of the 
United States (16 per cent in 1954), and the same is 
true of such less developed countries as Greece, Ireland 
and Portugal. As in the United States, residential 
construction has risen more sharply than total fixed 
capital formation; indeed, as may be seen from chart 
3, when allowance is made for the increase in resi- 
dential construction and investment in the public 
administration sector from 1950 to 1954, the remaining 
volume of gross fixed investment in many countries 
shows a smaller rise than the gross national product. 
In the crucial sectors, including manufacturing, mining 
and the construction industries, investment showed 
a remarkably small increase in most countries; from 
1950 to 1954 it fell in relation to the gross national 
product even in countries such as Italy and Sweden, 
where total fixed investment had risen more than in 
proportion to output.?° 


Most governments in western Europe have engaged 
very actively in public investment during the post-war 
period. Indeed, about one-half of total capital forma- 
tion has until recently been undertaken on public 
account, much of it in housing and in basic industries 
—coal, steel and transport. Government investment 
policy in post-war western Europe has been dominated 
by the objective of increasing productivity in order 
to lower costs of production and to improve internal 


8 Based on data in United States Department of Commerce, 
National Income, supplement to Survey of Current Business 
(Washington, D.C., 1954). Data on composition of purchases 
of durable equipment in the United States are not available 
for later years. 

10 For a detailed study of the progress and problems of 
investment in western Europe since 1950, see United Nations, 
roe Survey of Europe in 1955 (sales number: 1956.11. 
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Chart 3. Gross National Product, Total Gross Fixed 
Investment and Gross Fixed Productive Investment" 


(1950= 100) 
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=u aman Total gross fixed investment 


eee Gross fixed productive investment 


Source: United Nations, Economic Survey of Europe in 
1955 (sales number: 1956.11.E.2), pages 57 to 63. 

a Excluding investment in the public sector (except for 
France) and in dwellings. 
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and external economic balance. Even public investment 
in housing was motivated not only by immediate 
welfare considerations of improving housing stand- 
ards, but also by the need to overcome a major 
impediment to labour mobility. Nevertheless, current 
bottlenecks in steel and their role in recent balance of 
payments problems may suggest a need for greater 
emphasis than heretofore on government policy to 
promote long-term expansion of basic industries. 


As in the developed, so in the under-developed, 
regions, capital formation has risen significantly, not 
only in absolute amount but also in relation to output 
as compared with the pre-war period. It is estimated 
that gross fixed capital formation averaged about one- 
sixth of available goods and services in the post-war 
period as compared with about one-eighth in the late 
-!nineteen thirties. There are, of course, considerable 
variations. among the countries of the region; in Peru 
and Venezuela the average rate substantially exceeded 
20 per cent, in Brazil and Colombia the rate was 
closer to the average for the region as a whole, 
while in other countries it was considerably lower. 
The relatively high share of the national income 
devoted to investment in Latin America has been 
made possible in large part through the striking 
improvement in the terms of trade, the benefits of 
which have accrued in relatively large measure to 
profits and to saving. In the early post-war years, 
Latin America was also able to draw upon foreign 
exchange reserves which had been built up during 
the war period. Subsequently, United States direct 
foreign investment, especially in petroleum and other 
minerals, significantly supplemented domestic re- 
sources available for investment in some countries. 
Despite the relatively high ratio of capital formation, 
however, per capita output in Latin America, after 
allowing for the recent absence of growth in Argen- 
tina, has risen since 1948 only about one-third as 
’ much as in western Europe. The main reason has 
already been indicated above, namely, an extraordi- 
narily rapid rate of population growth, which has 
absorbed a very large part of the net increase in 
productive capacity. 


South-eastern Asia, with a much lower per capita 
average income, has been able to devote only a smaller 
portion to capital formation—in the neighbourhood 
of 10 per cent of gross national product—than has 
Latin America.!? Since about 1950, capital expenditure 
by governments in this area has been rising, and this 
largely explains the gain in the rate of capital forma- 
tion in several countries of the region, including 
Ceylon and India. This tendency has been reinforced 
by increased governmental outlays for developmental 
purposes other than for fixed capital formation, in- 
cluding projects for social welfare and technical train- 


11 United Nations, Economic Survey of Latin America, 1954. 


ing and research. The rising volume and share of 
public investment in this region reflect the emphasis 
on development of agriculture through irrigation, 
power projects and other public facilities. In addition, 
private foreign capital has for various reasons not 
entered this area on a significant scale since the war. 


Public investment in south-eastern Asia appears to 
have exerted a significant stabilizing influence on 
total capital formation. Total investment rose less 
than in Latin America during the Korean raw materials 
boom; but it continued to absorb a rising share of 
output even following the collapse of world prices of 
raw materials, whereas investment in Latin America 
fell off in relation to the gross national product. Public 
investment, being less dependent upon short-term 
profit expectations than private capital formation, is 
less affected by changes in terms of trade. Owing to 
their impact upon savings, revenues and foreign ex- 
change reserves, terms of trade, it is true, do affect 
public investment, but they influence private invest- 
ment even more effectively through changing profit 
expectations. 


As in Latin America, large amounts of private 
foreign capital have been invested in the petroleum 
industry of the Middle East during the post-war years. 
Among the recipient countries, the marked increase 
in export proceeds from petroleum has permitted the 
accumulation of reserves facilitating the adoption of 
development programmes. A number of other countries 
in the region have also received substantial foreign 
governmental assistance. Within the area, investment 
outside the petroleum industry generally appears to 
have been mainly in the public sector. As in Asia and 
the Far East, the emphasis has been upon irrigation 
and other projects which are intended to stimulate 
agricultural production. In a number of countries, 
however, investment in new manufacturing industries 
has not been inconsiderable.’* 


Private foreign capital has also invested heavily in 
mineral industries in Africa during the post-war years, 
and other direct foreign investments have established 
local manufacturing industries, In addition, the metro- 
politan governments have, through grants and loans, 
assisted in financing development programmes, Funds 
for such purposes have been augmented, in some 
countries, by the utilization of surpluses accruing 
under price stabilization schemes for exports.‘* 


DECLINE IN THE RELATIVE SHARE OF CONSUMPTION 


As may be surmised from the rising share of output 
utilized for investment, the relative share of output 


12 United Nations, Economic Survey of Asia and the Far 
East, 1955 (sales number: 1956.ILF.1), page 9. 

18 United Nations, Economic Developments in the Middle 
East, 1945 to 1954 (sales number: 1955.11.C.2). 

14 United Nations, Review of Economic Activity in Africa, 
1950 to 1954 (sales number: 1955.II.C.3). 
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devoted to private consumption has fallen in most 
regions of the world as compared with the pre-war 
years. In North America, where per capita consump- 
tion was already substantially above the pre-war level 
in 1948, the shift in the proportion of output utilized 
for private consumption since 1948 has been relatively 
minor. During the Korean hostilities, the increase in 
national defence expenditures did contribute to a re- 
duction in the relative share available for consump- 
tion, but by 1954 the cutback in military outlays, 
together with the decline in the export balance which 
had taken place in the meantime, had virtually restored 
the relative share of consumption to the 1948 level. 
Capital formation did not significantly affect the 
relative share of output available for consumption 
after 1948; as has already been noted, the percentage 
of output devoted to investment in North America 
has remained. relatively stable since 1948. 


In western Europe, where per capita consumption 
had been sharply reduced during the war, priority had 
to be given in the early post-war years to the restora- 
tion of minimum consumption standards. In that 
region, consumption began to lag significantly behind 
national output only in the course of the recovery 
after 1948. The discrepancy was a consequence not 
only of the rise in capital formation in relation to 
output but also of the need to eliminate the imbalance 
in external accounts which still burdened the region 
in 1948. During the Korean hostilities, the increase 
in military expenditures was even more important 
than capital formation in checking the growth in 
consumption, but after these expenditures levelled off 


in 1954 the ratio of public consumption to output was 
below that of 1948. 


Even though private consumption since 1948 has 
lagged further behind output in western Europe than 
in North America, it has nevertheless risen at a more 
rapid rate in the aggregate, and still more so on a 
per capita basis. In North America, the rise in per 
capita consumption from 1948 to 1954 was about 
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10 per cent, but in western Europe it was somewhat 
over 20 per cent. As compared with the pre-war period, 
however, the gap in standards of living has greatly 
widened; the rise in western Europe’s per capita 
private consumption is estimated at only 12 per cent 
while the increase in North America is in the neigh- 
bourhood of 50 per cent (see table 3). 


It seems remarkable that the discrepancy between 
supplies of consumer goods and total income since 
the pre-war period has not been accompanied by any 
lasting pressure of excess demand. True, many 
countries have suffered from a recurrent, if not a 
continuous, wage-price spiral, but the pressure appears 
to have come more from the cost than from the demand 
side. In most industrial countries, the textile industry 
continues to operate far below. capacity, while in 
North America food surpluses have become a problem 
of major importance. Although the demand for con- 
sumer durables in western Europe has recently shown 
signs of considerable growth, consumption of non- 
durable goods has for some time apparently been 


limited as much from the demand as from the supply 
side. 


Part of the explanation lies in the high level of 
taxation, which has absorbed a far greater fraction of 
the national output than would have seemed feasible 
in private enterprise economies before the war. In 
North America as well as in several western European 
countries, the new tax structure is largely a carry-over, 
with modifications, of the systems developed during 
the war to finance military expenditure and keep 
inflation in check. In many other countries the tax 
system has been significantly improved in recent years. 
Thus, despite the very large increase in the public 
share of the national output, government budgets 
have in many instances been in better balance than 
before the war; indeed, in several important cases 
the budgetary position changed from a deficit in the 
depression years before the war to a surplus at the end 
of the post-war decade. 


Table 3. Indices of Real Per Capita Gross National Product 
and Private Consumption, Selected Areas 


Area and item 


United States: 


Per capita gross national product ........... 
Per capita private consumption ............. 


Canada: 


Per capita gross national product ........... 
Per capita private consumption ............. 


Western Europe: 


Per capita gross national product ........... 
Per capita private consumption ............. 


1948 1954 1954 
(1938 = 100) (1948 = 100) (1938 == 100) 

Naat 147 112 165 
ete eae ys 133 109 146 
bce qtalee 152 108 164 
Sate tutte 142 110 155 
sagem 91 133 121 
Race cheetah 92 122 112 


Source: See tables 1 and 2. 
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- Further contributing to internal balance, particularly 
in recent years, has been the tendency to save a larger 
proportion of income as real per capita income 
increased. This seems to have been an important 
factor both in North America and in most western 
European countries, although the relative contribu- 
tions of personal and of business savings varied from 
country to country and fluctuated widely within 
countries from year to year. Comparable data on 
private savings for pre-war and post-war years are 
available for Canada, the United Kingdom and the 
United States. In all three instances the major con- 
tribution to private savings since before the war has 
been made by corporate savings, but the increase in 
personal savings associated with the rise in personal 
disposable income has by no means been unimportant. 
This is especially true of the United States, where the 
ratio of personal savings to disposable income rose 
from 4.1 per cent in 1939 to 6.2 per cent in 1955.7° 
Data for western European countries other than the 
United Kingdom are available only for post-war years; 
these indicate that the rate of personal saving has 
generally been of growing significance in recent years. 
In the early post-war years of intense inflationary 
pressures generated by shortages, pent-up demand, 
excess holdings of liquid assets and expectations of 
rising prices, personal saving generally fell below 
the pre-war rate and in some countries vanished 
altogether. With the growth in per capita income, the 
gradual elimination of the pressure of excess demand 
and the greater stability of prices in recent years, the 
rate of personal saving has shown a remarkable 
recovery in many instances. This recovery is all the 
more striking when it is considered that in many 
countries the share of labour income in the total has 
risen as compared with that before the war. In Canada, 
the United Kingdom and the United States, labour 
income (including social security transfer payments) 
rose from about two-thirds of total personal income 
before the war to approximately three-quarters at the 
end of the post-war decade. 

Consumption trends in under-developed countries 
are much less certain, owing to inadequacies in the 


available data, especially on agricultural production. 
For. Latin America, estimates suggest that private 
per capita consumption rose 5 per cent from 1948 to 
1954, approximately as much as the total per capita 
product of the region, but rather less than the regional 
income when allowance is made for the improvement in 
the terms of trade. The lag in private consumption com- 
pared with income, however, appears to be accounted 
for by a rise in the relative share of public consump- 
tion, largely in connexion with government stabiliza- 
tion measures for export goods, rather than of invest- 
ment in fixed capital. 


Data for Asia and the Far East suggest that from 
1948 to 1954 per capita consumption also rose in 
that region by less than the increase in output, the 
lag being accounted for by higher development ex- 
penditure in relation to output. The same factor to- 
gether with a considerable rise in the export balance, 
owing to high petroleum proceeds, would seem to 
account for the apparent discrepancy between con- 
sumption and the rise in per capita incomes of the 


Middle East area. 


It is interesting to note that, just as in the developed 
countries, pressures of excess demand appear, with 
some notable exceptions, to have subsided rather than 
increased from 1948 to 1954, despite the fact that 
supplies of consumption goods rose less than incomes. 
While the data are too weak to permit an adequate 
interpretation of this phenomenon, two important 
elements may be mentioned as of outstanding sig- 


“nificance. First is the elimination of the grave short- 


ages of basic foods which still plagued many countries 
in 1948; this was bound to lessen inflationary pressure 
even if supplies of consumer goods were not increased 
at the same rate as total output or income. A second 
major factor is to be found in the greater responsibility 
assumed by governments in formulating fiscal policies 
and improving their tax administration in order to 
finance the rising share of public consumption and 
investment and to keep inflationary pressures from 
frustrating the process of general economic develop- 
ment in their countries. 


Demand for Primary Products 


The widening of the gap between the developed and 
less developed areas since the pre-war period is re- 
flected to a much smaller extent in individual sectors 
of economic activity than in total output. The growth 
in agriculture, mining or even manufacturing has not 
been of a greatly different order of magnitude in the 
latter than in the former areas (see table 4 and 
chart 4).1° The disparity is due rather to the great 
difference in weight of primary production in total 


15 Economic Report of the President (Washington, D.C, 
January 1956), page 177. 


output, as output of primary products has everywhere 
lagged considerably behind manufacturing. Whereas 
manufactures doubled, approximately, from the pre- 
war period to 1954 in developed and under-developed 
countries alike, primary production rose only about 
one-third; and if petroleum, which registered an ex- 
ceptional rise during this period, is excluded, the in- 


16 For a detailed study of agricultural production in the 
post-war decade see Food and Agriculture Organization of 
the United Nations, The State of Food and Agriculture, 1955. 
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crease in primary production is nearer one-fourth 
than one-third. Since primary production may account 
for about four-fifths of the total commodity output 
of the less developed countries but for less than a 
third of the total in the industrial countries, it is 
evident that the discrepant rates of expansion between 
primary products and manufactures since before the 
war must make for a considerable lag in output of 
the less developed countries. 


Past experience suggests that, as incomes rise, 
manufactures tend to increase more rapidly than 
primary production, although less rapidly than tertiary 
industries. During this period, however, manufactures 
have increased so rapidly that they may even have out- 
stripped the service industries; this appears to be the 
case—at least in a number of industrial countries— 
where there has been a significant lag in civilian 
public consumption, largely owing to the prior claims 
of defence and public investment expenditure on 
government revenue. In any case, it does appear that 
the historical lag between manufactures and primary 
production’ has been magnified since the beginning 


of the Second World War. 


th . , 
Low INCOME-ELASTICITY OF DEMAND FOR FOOD 


Much of the lag between manufactures and primary 
- production . reflects the smaller proportionate rise in 
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Table 4. Indices of Volume of Output in Agricul- 
ture, Mining and Manufacturing, Developed 
and Less Developed Areas 


(1948=100) 


Area and sector Pre-war® 1954 

Developed areas ........-.-.0.00005 76 131 
Agriculture ...............00000 89 115 
Mining sic 6 csi de comer ee es 79 112 
Manufacturing ................-. 69 140 
Less developed areas ............... 90 126 
Agriculture ............. 0000000 96 121 
Mining sinaatecns ete dissec oes 71 157 
Manufacturing .................. 73 136 
World total» .............. 78 130 
Agriculture ............. 91 117 

Mining ...............4. 77 122 
Manufacturing .......... 70 140 


Source: United Nations Bureau of Economic Affairs, based _ 


on the following data: Agriculture, weighted average of 
national indices of agricultural production supplied by the 
Food and Agriculture Organization of the United Nations; 
mining, estimates of production of twenty-five minerals, sup- 
plied by the Statistical Office of the United Nations; manu- 
facturing, for developed areas, national indices; for less 
developed areas, estimates of production of some forty-five 
manufactured commodities, supplied by the Statistical Office 
of the United Nations; world and area totals, tentative 
estimates based on weighting of individual sectors of produc- 
tion valued generally in 1948 United States dollar prices. 

a Pre-war data for mining and manufacturing refer to 1938, 
and for agriculture, to the average of 1934 to 1938. 

b Excluding mainland China and eastern Europe. 


Chart 4. Volume of Output in Agriculture, Mining and Manufacturing 
(1948=100) 


DEVELOPED AREAS 


Manu- Alt 


All Agri- ra 
Mining factures sectors 


sectors culture 


Pre-war 


Agri- 
culture 


LESS DEVELOPED AREAS 


Manu- 
factures 


Manu- All 
factures sectors 


1954 Ee 


Agri- ena 


Mining culture 


Source: United Nations Bureau of Economic Affairs. See tables 1 and 4 for definitions and methods. 


Chapter 1. Production in the private enterprise economies 33 


food consumption than in total production. This is 
partly owing to the larger share of government revenue 
in total output noted above, as a result of which 
private incomes have not risen as much as production. 
There is, however, an additional factor at work. 
Economists have long called attention to the fact that 
at higher levels of income demand for food tends also 
to be higher, but only in lesser proportion than income 
(Engel’s Law). For the United States, the relationship 
is shown in chart 5, which compares total national 
income and food consumption. During the post-war 
period the decline in the relative share of income 
devoted to food has generally been reflected in a 
higher share spent on other consumer goods and 
services, but part of the unused margin appears re- 
cently also to have gone into savings. The demand for 
food, in other words, has been a declining share of 
total consumer demand, while consumer demand it- 
self appears in recent years to have fallen in relation 
to income, as per capita incomes have increased from 
the relatively depressed pre-war levels. This relative 
shift in allocation of income from food to other goods 


and services and to savings is an element in the lag 
in food production behind manufactures. It also 
helps to explain how pressure of excess demand gradu- 
ally diminished during the post-war period, even 
though per capita income generally rose more than 
per capita food supplies. 


It was not in the advanced countries only that infla- 
tion was overcome without food supplies rising to 
the same extent as incomes; this phenomenon was 
characteristic also of under-developed countries, where 
it might have been expected. that relatively high pro- 
portions of additional income would be spent on 
food. Although the data are inadequate for a full 
explanation—and it may even be that the recovery in 
food supplies in under-developed countries, especially 
in south-eastern Asia, is somewhat underestimated— 
apparently per capita cereal consumption has reached 
the levels at which Engel’s Law begins to operate. 
It is possible, however, that consumption of food has 
risen more than might be suggested by the increase 
in farm supplies, for improvements in transportation, 


Chart 5. United States: Gross National Product, Food and Wheat Consumption* 
(1935-1939 = 100) 
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storage facilities and food processing have un- 
doubtedly contributed to a significant reduction in 
food waste and spoilage. 


Of course, not all foods are equally affected by a 
rise in per capita incomes. It is the demand for the 
staple energy foods—cereals and root crops—which 
is least sensitive to changes in income; the demand 
for meat, dairy products, fruits. and vegetables is 
generally much more elastic so that, with rising in- 
come, their share in total food consumption tends to 
increase significantly. The shift towards high-income 
foods has been especially marked in North America, 
where during the post-war period per capita cereal 
consumption has been substantially below pre-war 
levels while per capita meat consumption has increased 
by some 20 per cent. A similar development has been 
observable in western Europe since the recovery of 
food production in that area. During the early post- 
war years of food shortages, when total calorie con- 
sumption was well below pre-war. levels, cereal con- 
sumption was actually higher than before the war 
on a per capita basis while meat consumption was 
lower by nearly one-fourth. Since then, however, 
per capita cereal consumption has gradually dropped 
and meat consumption has gradually increased to 
pre-war levels. No significant shift to animal products 
is as yet visible in the under-developed countries 
where, as previously noted, per capita incomes are 
not only much lower than in the developed regions, but 
have also registered a much more limited increase since 
before the war. There does, however, appear to have 
been a shift from coarse grains to wheat and rice, 
and the consumption of sugar as well as fats and oils 
has in many instances increased significantly. 


Impact on traditional food exporting areas 


The pattern of food production has been affected, 
perhaps more than that of any other major sector of 
economic activity, as much by broad social considera- 
tions as by profit expectations. The post-war pattern 
of output has been associated with a drive towards 
greater self-sufficiency in importing countries and with 
some lessening of emphasis on food production in 
traditional exporting countries. In part, these develop- 
ments stem from the war and post-war crises, but to 
a significant extent they represent a continuation of 
long-term developments. As in the period following 
the First World War, the world emerged from the 
war with an extraordinary regional imbalance in farm 
output—an expansion of over one-third in North 
America contrasting with a drop of about one-fourth 
in Europe and a smaller decline in south-eastern Asia. 
Naturally the war-devastated areas were determined 
to make good their losses in agriculture which added 
so much to their post-war difficulties—food shortages, 
spiralling prices and wages, and deficits in their 
international accounts, especially with the dollar area. 
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In response to government encouragement and 
intense market demand, the pre-war volume of food 
output outside North America was generally passed 
by 1949/50. Despite the much greater expansion in 
world incomes and. industrial production, the recovery 


. in agriculture had unfavourable repercussions on a 


number of the traditional exporting areas, particularly 
on those countries in which output had been greatly 
increased during the war. With the lag in world de- 
mand for many major agricultural products, exporters 
were soon confronted with shrinking export markets 
and falling farm prices. Even though exportable sup- 
plies in some countries had not yet recovered to pre- 
war levels, shortages were increasingly converted into 
surpluses, and many exporting countries found. them- 
selves faced with the need to withhold supplies from 
the market and deliberately to cut back production 
in order to protect the income of their farm com- 
munities. 


Post-war developments, however, have only acceler- 
ated a trend towards greater self-sufficiency in agri- 
culture which has been in the making over a longer 
period. In part this is attributable to the extreme 
instability of world agricultural prices, which adds 
to the tendencies in deficit and surplus countries alike 
to reduce the degree of dependence upon foreign trade 
for farm commodities. Deep-seated social and economic 
considerations have also been influencing both import- 
ing countries and some exporting countries. One of 
these is a tendency to favour industry rather than 
agriculture in some advanced primary producing 
countries as part of the process of general economic 
development. There are also influences tending to re- 
duce dependence upon foreign trade in the net import- 
ing countries. While industrialization has been given 
a high priority in the less developed countries as 
well, the rate of industrialization in most of them is 
generally inadequate to absorb more than a fraction 
of the annual increment to the labour force; since 
the bulk of the population continues to be employed 
in agriculture and since the low per capita levels 
of income are largely due to low farm productivity, 
the expansion of farm output and increased produc- 
tivity are of necessity primary social as well as eco- 
nomic objectives. In those countries which are net 
importers of food, relatively small increases in farm 
productivity are likely to lead to a reduction in the 
proportion of food supplies that must be imported. 


Even in western Europe and North America, where 
agricultural productivity is much higher and where 
employment opportunities in non-farm activities have 
been absorbing surplus farm manpower, governments 
have been under considerable pressure to provide 
special support to agriculture. For though mobility 
from agriculture to industry is considerable, neither 
the “push” nor the “pull” is generally sufficient to 
raise the average value of output per man in agri- 
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culture to the levels prevailing in industry. This 
immediately poses a problem for the industrial coun- 
tries to support farm incomes and to narrow—or at 
least prevent the widening of—the gap between urban 
and agricultural per capita incomes. Inevitably the 
farm support programmes stimulate farm production; 
in the food deficit countries they reduce import re- 
quirements, while in traditionally exporting areas they 
lead to mounting surpluses, 


The drive towards greater self-sufficiency has been 
largely concentrated on output of the staple energy 
foods—cereals and sugar—and it is in these foods 
that the most burdensome commodity surplus problems 
have developed. In the major cereal crops, production 
outside the major exporting areas not only ‘made good 
the loss suffered by the end of the war, but by 1954 
had reached levels about 20 per cent above pre-war. 
At the same time, aggregate production of cereals in 
exporting areas other than North America had only 
slightly surpassed the pre-war level (see table 5). 
North American production, greatly expanded during 
the war, has been reduced in recent years, but large 
surpluses have none the less emerged as importing 
areas have become more self-sufficient. Surplus prob- 
lems arose even in rice exporting countries, whose 
production in the aggregate has not yet recovered to 
the pre-war level; traditional rice importers were not 
only satisfying a larger proportion of their food re- 
quirements from domestic production but were also 
consuming a larger proportion of other cereals, par- 
ticularly wheat. 


Similarly, in the case of sugar, production has 
advanced considerably in the net importing areas, 
particularly in western Europe. At the same time, 
exportable supplies from Asia were reduced because 
consumption increased much more than output. Sur- 
pluses nevertheless emerged in the sugar exporting 
countries of Latin America, which had greatly in- 
creased their production during the war, but which 
have been compelled more recently to restrict output 
as the import requirements of other countries have 
declined. 


Developments in the case of meat have been similar 
to those in cereals and sugar in the sense that import- 
ing areas are now relying on their own resources for 
a larger proportion of their supplies. This has not, 
however, created a problem for the traditional ex- 
porters, owing to the fact that the demand for meat 
tends to rise much more steeply in relation to income 
than demand for the basic staples; therefore, import 
demand has been sustained even while domestic pro- 
duction of the importing countries has increased. In- 
deed, the same phenomenon of relatively rapid ad- 
vances in meat consumption has even led to a reduction 
in exportable supplies in some of the traditionally 
exporting countries, where output has lagged. 


Table 5. Indices of Production of Selected 
Foodstuffs 
(1934-1938 average=100) 


Average annual 
output, 1934-1938 1946/47 1954/55 
(millions of (1934-1938 average 


Commodity and area 


metric tons} =100) 
Wheat: 

All areas ......... cece ees 94.6 107 124 
Canada and United States 26.7 164 129 
Argentina and Australia.. 10.8 81 9111 
Other areas ...........% 57.1 85 123 

Coarse grains :* 

All areas ...........02005- 168.8 116 128 
Canada and United States 79.7 149 145. 
Argentina and Australia.. 10.1 88 77 
Other areas ............ 79.0 87 117 

Rice (paddy) : 
All areas ........ 0. c eee ee 99.1 93 115 
South-eastern Asia, export- 
ing countries® ........ 17.9 71 90 
Other areas ............ 81.2 98 121 
Sugar: 

All areas ................. 24.4 104 149 
Cuba sé wed eee cee pees 2.8 206 160 
South-eastern Asia, export- 

ing countries” ......... 3.0 ll 100 
Meat: 

All areas ..............0.. eats 105 134 
Latin America .......... 5.1 104 116 
Australia and New Zealand 1.4 100 126 

Soya beans :° 

All areas: sis 66s 65 dices dhe 2.3 263 461 

United States ........... 12 468 802 
Ground-nuts :° 

All areas 1.0... .. 0. cece eee 6,4 109 131 
South-eastern Asia ...... 3.8 106 125 
ATTICE:. a caiin o'cletia aisle stirs 19 141 192 

Cotton-seed :° 

All areas ..........0cceeee 10.0 69 118 

United States ........... 4.9 65 105 
Coffee: 

All areas .......... cece eee 2.4 80 101 
Latin America .......... 2.1 80 95 
Brazil .... cece cece ees 14 63 72 
Afrieg oii esis nak 0.1 159 236 

Cocoa: 

All areas .... cc ccc cece eee 0.8 90 105 
Africa ........ cece eeees 0.5 82 95 
Latin America .......... 0.2 106 125 

Tea: 
All areas 2.0.02... cee neces 0.5 94 137 
Tobacco: 

All areas .............006. 1.9 119 140 

Canada and United States 0.6 180 177 — 


Source: United Nations Bureau of Economic Affairs, based 
on data published by the Food and Agriculture Organization 
of the United Nations. “All areas” excludes mainland China 
and eastern Europe. 

& Rye, barley, oats and maize. 

b Burma, Cambodia, Laos, Thailand, Viet-Nam for rice and 
Indonesia, Philippines and China:Taiwan for sugar. 

¢ Including output for non-food purposes, 
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Cocoa, coffee and tea, fruits and oil-seeds are too 
localized in production by climatic requirements to 
have been significantly affected by a drive for self- 
sufficiency. Nevertheless, in the post-war period, 
traditional exporters have accounted for a declining 
share in total production as shortages and high prices 
stimulated production in new areas. This has been 
especially marked in the case of coffee: Brazil’s share 
in production has dropped sharply while other 
countries in Latin America and Africa have come to 
account for a significant part of total output. A 
similar phenomenon, though on a lesser scale, has 
occurred in cocoa production: the African share has 
fallen and that of Latin America has risen. In oil-seed 
production curtailment of war-time supplies from 
the Far East induced the United States to embark 
upon a programme of large-scale production. Since 
the war, production has recovered in the Far East 
and, has been considerably expanded in the African 
dependencies of western Europe; and although a 
rise in consumption in the Far East has tended to 
limit exportable supplies, surpluses have begun to 
accumulate in the United States. Thus far, however, 
the scale of the problem has been limited by the con- 
tinuing strength of import demand in western Europe, 
though synthetic substitutes have been gaining rapidly 
in non-food uses. 


DECLINING RAW MATERIAL CONTENT OF 
FINISHED OUTPUT 


Perhaps even more striking than the low income- 
elasticity of demand for food has been the lag in 
demand for raw materials in relation to manufactures. 
Here too the tendency is of long standing, though it 
appears to have been accelerated since the beginning 
of the war. For the United States the relationship 
between manufacturing output and consumption of 
raw materials is shown in chart 6.17 Although com- 
parable data are not readily available for other 
countries, there can be little doubt that the same broad 
tendencies have manifested themselves elsewhere. 


The explanation is based in part on factors similar 
to those affecting the demand for food. The demand 
for consumer goods in general, as well as for food, 
has been affected by the fact that private income has 
not risen in proportion to total output. Since con- 
sumer goods generally have a higher raw material 
content in relation to the value of the final product 
than do investment goods, the resulting shift in the 
composition of output has of itself increased the 
value added in manufacturing in relation to the de- 


17 The report from which this chart is derived estimates 
that the gross national product in the United States amounted 
to eight times the aggregate of raw materials consumed in 
1950, compared with four times the aggregate in 1900. 
(United States Department of Commerce, Bureau of the 
Census, Raw Materials in the United States Economy, Work- 
ing Paper No. 1 (Washington, D.C., 1954).) 
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mand for raw materials. Even within the consumer 
goods category itself there has been a relative shift 
in demand from simple non-durable to more complex 
durable goods, tending. to have a similar effect. Of 
particular importance has been the failure of textile 
production to keep pace with total manufacturing; 
whereas the world manufacturing index doubled from 
1938 to 1954, the index of textile production rose 
only one-third.7® 


Apart from this shift in the composition of manu- 
facturing, technological progress has wrought great 
changes in the demand for raw materials. First among 
these changes may be mentioned the growing com- 
plexity of durable goods, which has increased the 
degree of fabrication and processing, and consequently 
raised the value of the final product in relation to the 
raw material content. No doubt developments along 
these lines will continue with the spread of electronics 
and automation in industry, calling for greater and 
greater precision and specialization in the manu- 
facturing process. Equally significant are the scientific 
advances, much accelerated by research during and 
after the war, which have made it possible to econo- 
mize greatly in the use of raw materials and to 
reduce the amount of waste. The study referred to 
above’ cites the fact that, in 1899, 7.05 pounds of 
coal were consumed in the production of one kilowatt- 
hour of electric energy in the United States, whereas 
by 1950 only 1.19 pounds of coal were needed for 


_ the same output; and such examples could certainly 


be multiplied. Finally, the vast development of syn- 
thetics in recent years has greatly reduced the amount 
of natural raw materials required for a given volume 
of manufacturing output, since the raw materials 
necessary for the production of synthetics are in- 
variably less than the raw materials which they dis- 
place. 


The impact of structural and technological change 
has probably been greatest upon the demand for 
agricultural raw materials. Not only have the indus- 
tries which are the main consumers of these materials 
expanded much more slowly than industry as a whole, 
but synthetic and other materials have replaced agri- 
cultural products in many uses. Rayon, nylon and 
other man-made fibres have been substituted for 
cotton, silk and wool in apparel, rugs and cordage; 
paper has been substituted for burlap; concrete, 
plastics, aluminium and steel for wood; plastics for 
leather, and synthetic for natural rubber. These sub- 
stitutions have resulted from factors operating on 
the side both of demand and of supply. The new syn- 
thetics frequently possess physical properties which 
can be employed to increase the usefulness or adapt- 
ability of the final product; moreover, being the 


18 United Nations, Monthly Bulletin of Statistics, July 1955, 
page ix. 
19 Footnote 17. 
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Chart 6. United States: Manufacturing Production and Raw Material Consumption* 
(1935-1939 = 100) > 
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Source: United Nations Bureau of Economic Affairs, based on national sources. 


@ Excluding food. 


> Indices are plotted for annual average of five-year period beginning with 1900-1904, 


result of industrial fabrication rather than an agri- 
cultural crop, they also offer to the raw material con- 
sumer a stability in price and assurance of supply 
which is lacking in the natural materials, supplies of 
which do not respond so readily to changes in demand. 
But, apart from these considerations, the search for 
substitutes was unavoidable where supplies from the 
traditional exporters were cut off during the war, or 
where they failed to grow in line with demand after 
the war either because of a shift in cultivation towards 
foodstuffs or because of unsettled political conditions 
in some of the leading Asian producers. 


The combined effect of the changing composition of 
manufacturing, economy in use and the replacement 
of agricultural by non-agricultural raw materials was 
that, whereas world manufacturing doubled from 
1938 to 1954, the rise in output of agricultural raw 
materials, excluding wood, was only about 15 per 
cent. Of major importance were developments in the 
textile field: not only did the output of textile manu- 
facturers rise much less than world manufacturing as 
a whole, as indicated above, but the consumption of 


natural textile fibres did not increase in proportion to 
the increase in finished textile production. The share 
of cotton, wool and silk in total world consumption 
of apparel fibres is estimated to have dropped from 
92 per cent in 1934-1938, on the average, to 87 per 
cent in 1948 and still further to 79 per cent in 1954, 
owing mainly to a nearly fourfold expansion in the 
use of rayon and other man-made fibres. Apart from 
apparel fibres, the demand for jute, employed largely 
for the manufacture of sacking, was permanently 
reduced as a result of steps taken to overcome war-time 
and post-war shortages through increased use of bulk 
handling and paper sacks (see table 6). 


Synthetic rubber has likewise been developed to 
the point at which it accounts for about 30 per cent 
of total world consumption of rubber. This has not, 
however, prevented a rise in output of natural rubber 
by more than four-fifths since the pre-war period in 
response to greatly expanded demand for commercial 
and military road and air transport and, until recently, 
for stockpiling. The greater expansion in production 
of rubber than of other agricultural raw materials 
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has been accompanied by a relatively much smaller 
advance in prices since pre-war years, on the average. 


Only in one major agricultural commodity—wood 
for construction and for the paper industry—has a 
supply shortage persisted throughout the post-war 
period. Despite increased use of substitute products, 
demand for lumber for the construction industry has 
been rising more rapidly than supply. Similarly, wood- 
pulp production has failed to keep pace with the 
rising industrial demand for paper for packaging 
and newsprint. The strongly rising demand for news- 
print reflects not only population growth but also 
the improvement in literacy and education in the 
under-developed countries of the world. 


Table 6. Indices of Production of Selected 
Agricultural Raw Materials 
(1934-1938 average = 100) 


Average annual 
output, 1934-1938 1946/47 1954/55 


Commodity and area (thousands of (1934-1938 a 


metric tons) =100, 
Cotton: 

All areas .... 0.2... cee ee 5,400 70 115 
United States ........... 2,800 68 107 
Other major producers*... 1,900 68 95 
Other areas ............ 700 86 200 

WV ool:» 
All areas ........ cc cee eeee 790 107 124 
Australia, New Zealand and 
Union of South Africa.. 370 108 143 
Argentina and Uruguay.. 120 157s «129 
Jute: 
South-eastern Asia ........ 1,530 66 71 
Linseed: 

AU areas ........ cece eee 2,680 89 100 
Argentina .............. 1,702 61 28 
United States ........... 209 275 505 

Rubber: 

All areas ..... 0. cece eee 970 86 185 
Industrial wood: 

All areas .... 0... cece eee sae 108 126 


Source: United Nations Bureau of Economic Affairs, based 
on data published by the Food and Agriculture Organization 
of the United Nations; data for rubber from International 
Rubber Study Group, Rubber Statistical Bulletin (London). 
“All areas” excludes output of mainland China and eastern 
Europe. 

a Brazil, Egypt, India, Pakistan. 

b Clean basis. 


Production of agricultural raw materials has been 
less subject to shifts in regional distribution than has 
food production; such shifts as have occurred seem, 
in contrast to the situation in food, to have favoured 
the primary producing countries. The most striking 
illustration is perhaps to be found in cotton, where 
high United States support prices have stimulated 
production in under-developed countries while surplus 
supplies have accumulated in the United States, A 
similar shift to primary producers has resulted from 
the fall in United States production of wool since 
before the war. However, the shift in production of 


agricultural raw materials towards primary producing 
countries has been offset by the reduction in the 
share of these materials in total demand in favour of 
substitutes and synthetics produced almost entirely 
within the industrial: countries for their own con- 
sumption. Thus, for example, while the share of 
exports from primary producing countries in the con- 
sumption of natural fibres by the industrial countries 
has increased since pre-war years, the corresponding 
share in their total fibre consumption must have fallen. 
Again, while the United States still imports all of its 
natural rubber from under-developed countries, the 
entire increase in total United States rubber con- 
sumption from 1948 to 1954 was absorbed by the 
synthetic product. 


The doubling of world manufacturing output from 
1938 to 1954 was accomplished with a rise of little 
more than one-third in production of metallic minerals 
(see table 7). Even these figures understate the full 
extent of the lag in output of metallic ores, since the 
production of the world’s metal-using industries has 
increased even more sharply than manufacturing out- 
put as a whole. Although there is an upward secular 
trend in supplies of scrap, this has been of small 
importance in explaining the divergence between pro- 
duction of ores and manufactures since 1938. 


Table 7. Indices of World® Output of 
Metallic Minerals 


(1948= 100) 
Item and area 1938 1954 
All metallic ores” ..............006 93 127 
Baunité: acd Sie cea eed ten et 48 191 
COpper ice aa taney oekaies tna 88 115 
WOM 6 ooh a seas re ccate ns gray acd gjehece ane ace 68 119 
Veeadne is ies encanta crc hapa he Sue 125 129 
FLLING ies 3 fag Saas tod, cinta Wea ea agate aye 109 116 
AINE: Bein tn Siak wists erdavange seme dad's 2 101 133 
Total output: 
Developed areas ................ 88 117 
Less developed areas ............ 101 142 


Source: Statistical Office of the United Nations and Bureau 
of Economic Affairs; see table 4, 

® Excluding mainland China and eastern Europe. 

b Excluding gold and silver. 


The lag in production has been common to all the 
major metallic ores, with the outstanding exception of 
aluminium. Besides the progressively greater elabora- 
tion of finished output in the engineering industries, 
there have been economies in the use of metallic ores 
and replacement of dearer by cheaper metals or by 
non-metallic materials. A remarkable example of 
economy in the use of metallic raw materials is pro- 
vided by the motor vehicle industry of the United 
States, which is estimated to have reduced its con- 
sumption of copper by nearly 30 per cent between 
1925 and 1950.2 Or again, in tin, introduction of 


20 The President’s Materials Policy Commission, Resources 
for Freedom, vol. Il (Washington, D.C., 1952). 
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the electrolytic plating technique has led to sub- 
stantial economies in manufacture of tin-plate for 
containers. 


While the exceptional rise in production of 
aluminium is partly related to its extensive use in 
such rapidly expanding branches of manufacturing 
as the aircraft industry, it also reflects the increasing 
demand for this metal as a substitute for others. This 
process of substitution has been greatly stimulated, 
both by the reductions achieved during the war in 
the cost of producing aluminium and by the advances 
which have heightened the technical interchangeability 
of aluminium with other metals. Aluminium as an 
alternative raw material has encroached especially 
upon steel, copper and zinc. It appears that more than 
half the aluminium consumed throughout the world 
is in direct competition with iron and steel.*2 However, 
the competition of aluminium has probably had its 
greatest effect on copper. The process of substitution 
was no doubt stimulated by the post-war failure of 
output of copper to meet demand and the consequent 
widening in the margin between copper and aluminium 
prices, While increased use of aluminium in preference 
to other metals has greatly expanded output of bauxite, 
this shift has, nevertheless, widened the gap between 
output of metallic ores and of finished goods, since 
the value of aluminium required to manufacture a 
given amount of finished product is generally less than 
that of the metals which it has displaced. 


The lag in consumption of metallic ores and metals 
in relation to manufacturing output since before the 
war has probably been greatest in the United States. 
At the same time, rising costs resulting from the 
depletion of deposits and other factors have restricted 
the increase in output of that country’s mining in- 
dustry. Domestic production of most metallic minerals 
has not increased in step with demand, and imports 
have accordingly risen. The post-war increase in 
imports of metallic raw materials has, in fact, been 
more than in proportion to the advance in basic metal 
production and consumption. 

Western Europe has traditionally been much more 
dependent than the United States upon imported 
supplies of metallic ores. Hence, although the region’s 
output of metallic minerals has, as in the United States, 
lagged behind consumption, the post-war increase in 
its imports has been much less spectacular in pro- 
portion to the pre-war level. For example, the total 
rise in imports of non-ferrous metals required for 
a growth of about 90 per cent in output of metal 
manufactures in western Europe” from 1938 to 1954 
was only 13 per cent. 

The increases in imports of the United States and 
western Europe have been associated with the develop- 


21 Economic Commission for Europe, “Competition between 
Steel and Aluminium” (mimeographed document, E/ECE/184) , 
page 65, 

22 Excluding western Germany, owing to lack of data on 
pre-war metal imports by that area. 
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ment of new sources of supply in other countries and 
regions, principally in the Western Hemisphere and 
Africa. United States capital has aided development, 
particularly in the former area, while, in the latter, 
there has been considerable Belgian and British in- 
vestment in the mining industry. Production of metal- 
lic ores for domestic consumption has’ also increased 
in many less developed countries over pre-war output. 
Even so, the increase in output of metallic minerals 
between 1938 and 1954 in the under-developed areas 
was certainly much less than the increase in world 
manufacturing output. Since 1948,2* however, the in- 
crease has been of the same order (see tables 4 and 7). 


SHIFTS IN FUEL REQUIREMENTS 


Concurrently with the development of economies in 
the use of fuels, as of other raw materials, there has 
been a remarkable shift in the components of the 
world’s energy supplies. This is illustrated by the fol- 
lowing figures, which show each source of energy as 
a percentage of world** energy production: 


Petroleum and 


Coal and other liquid Natural 
lignite fuels gas Water Total 
1937.... 73.7 19.9 5.2 12 100 
1948.... 63.5 26.1 8.9 15 100 
1953.... 56.2 30.1 11.9 18 100 


Source: “World Energy Requirements in 1975 and 2000”, 
United Nations, Proceedings of the International Conference 


on the Peaceful Uses of Atomic Energy, vol. 1 (sales number: 
1956.TX.1.vol.1). 


The enhanced share of liquid fuels in total energy 
production and consumption parily reflects the growth 
of road and air transport. In addition, however, the 
advance in utilization of liquid fuels (as of natural 
gas) represents a substitution for solid fuels induced 
by technological progress and by economies in use in 
such fields as steel production, railway locomotion and 
shipping as well as in the heating of homes. This 
progress has been stimulated by the tendency for the 
prices of coal and petroleum to diverge increasingly 
over the years as supply conditions in the two indus- 
tries have changed: from 1937 to 1953, for example, 
coal prices in France, the United Kingdom and. the 
United States rose in relation to wholesale prices by 
amounts ranging from 22 to 33 per cent while fuel oil 
prices similarly computed declined from 1 to 15 per 
cent.?> 


Since large-scale production of crude petroleum is 
limited to a small group of countries, its greater use 
throughout the world as a principal source of com- 


23 For a recent detailed study see United Nations, Non- 
Ferrous Metals in Under-Developed Countries (sales number: 
1955.11.B.3). 

24 Including eastern Europe and mainland China. 

25“The World’s Need for a New Source of Energy”, 
United Nations, Proceedings of the International Conference 
on the Peaceful Uses of Atomic Energy, vol. 1 (sales number: 
1956.1X.L.vol.1). 
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Table 8. Energy Production, Consumption and Net Imports, Developed and Less Developed Areas 


(Millions of metric tons, coal equivalent) 


Production Consumption Net imports® 
Area 1937 1949 1954 19371949 1954 1937 —«1949~=S*S*=«98 
World total” 1,623 2,010 2,496 1,643 2,010 2,424 
Developed areas ............... 1,479 1,722 2,037 1,554 1,872 2,227 51 128 221 
Canada and United States ..... 848 1,083 1,280 815 1,121 = 1,333 —8 32 57 
Western Europe .............. 538 531 628 640 637 735 44 82 134 
Other countries® .............. 93 108 129 99 114 159 15 14 30 
Less developed areas ........... 144 288 459 89 138 197 —41 —127 —224 
Latin America ............... 68 134 195 33 59 93 —34 —67 —91 
Latin America, excluding 
Venezuela ............... 32 44 60 22 56 84 5 22 | 37 
Asia and the Far East ......... 51 53 72 44, 53 68 —1 3 2 
Middle East and Africa ....... 25 101 192 12 26 36 —6 —63 —135 


Source: Statistical Office of the United Nations. The differ- 
ence between world consumption and world production is ac- 
counted for by stocks, net imports from eastern Europe and 
the exclusion of bunker supplies from consumption figures. 


mercial energy has considerably enhanced the depend- 
ence of most areas upon imported fuels for their 
supplies of energy. The extent to which the dependence 
of each region on imports has been increased. is shown 
by table 8, which summarizes production, consumption 
and net trade in energy in terms of a common unit. 


During the inter-war years, when there was a large 
trade in coal within western Europe, that region was 
nearly self-sufficient in energy supplies. But, in the 
post-war years, its enhanced demand for energy 
coupled with difficulty in raising coal production 
brought about a major expansion in imports of 
petroleum. Trade in coal within the region declined 
to about a fifth less in 1954 than in 1938. 


In North America, the balance between domestic 
consumption and production of energy has been more 
closely maintained, because of the area’s relatively 
rich endowment in all the primary sources of energy. 
However, displacement of coal by petroleum since be- 
fore the war has gone much further there than in 
western Europe, solid fuel consumption accounting 
for about 28 per cent of total energy consumption in 
1954 compared with 57 per cent in 1937, while in 
western Europe, the corresponding proportions were 
72 per cent in 1954 and 87 per cent in 1937. The 


Net exports indicated by a minus sign. 

b Excluding mainland China, eastern Europe and northern 
Korea. 

¢ Australia, Japan, New Zealand, Union of South Africa. 


rapidity of the consequent growth in consumption of 
petroleum products resulted in United States imports 


of crude petroleum being multiplied tenfold between 
1938 and 1954. 


In many of the primary producing countries, other 
than the principal petroleum exporting countries in 
Latin America and the Middle East, dependence upon 
imported fuels has likewise increased during the post- 
war years, the increase in consumption of imported 
petroleum products being especially marked in Latin 
America (excluding Venezuela). 


While continued expansion in world manufacturing 
production will, of course, call for significantly higher 
output of raw materials, it seems likely that this de- 
mand will be of considerably lesser proportion than 
the rise in output of finished goods. A substantial 
difference of opinion, it is true, does remain among 
economists as to whether the supply of raw materials 
is likely to keep pace with the growth in demand or 
may prove an ultimate bottleneck, raising costs of 
production and shifting the terms of trade in favour 
of primary producers. Whatever position may be taken 
on this question, it seems generally agreed that the 
demand for primary products is not likely to rise even 
approximately in proportion to final product. 


Growth in Manufacturing 


The expansion in manufacturing has been the chief 
force contributing to post-war growth. On one hand, 
the high level of demand for manufactures, particu- 
larly for investment goods, is a major source of the 
expanded world demand for primary production; on 
the other hand, the growth in productive capacity in 
all parts of the world and in all sectors of the economy 


has depended largely upon the accelerated rise in out- 
put of heavy industry in the advanced countries. 


The basis for expansion of heavy industry has been 
provided, primarily, by higher post-war rates of do- 
mestic capital formation as compared with the nineteen 
thirties, and by rising governmental expenditure on 
defence equipment. In the major producing countries 


Chapter 1. Production in the private enterprise economies Al 


of western Europe, the post-war shift in the composi- 
tion of foreign demand from consumer to capital goods 
has also transformed their engineering industries into 
principal export industries. A further stimulus to the 
engineering industries of western Europe has been 
generated by the growth in consumer demand for 
durable goods, particularly in recent years. In the 
United States, both foreign and consumer demand have 
been of less importance in accounting for the in- 
dustry’s high rate of growth in the years since 1948. 


In terms both of rates of increase in output and of 
investment, the chemical industry—including petro- 
leum refining—has been a leader in the post-war 
decade. Technological advances have been most appar- 
ent in this industry, and besides creating numerous 
products which serve as substitutes for natural raw 
materials, these advances have led to increasing use 
of chemical technology in other industries. 


By contrast with the chemical and engineering in- 
dustries, output of staple consumer goods industries 
has been relatively slow in expanding, both because 
private incomes have risen less than national output 
and because demand for these products has not risen 
parallel with the rise in private real incomes. In addi- 
tion, the shift in foreign demand to durable goods has 
reduced their importance as export industries, par- 
ticularly in the case of western Europe’s textile in- 
dustry (see table 9). 


Table 9. Indices of Output in Major Sectors of 
Manufacturing, North America and Western Europe 


(1948=100) 
Area and sector 1938 1954 19554 
Canada: 

All manufacturing ............ 46 117 123 
Food, beverages and tobacco.. 51 113-119 
Textiles: cis bet ceeiee wees anes 49 90 106 
Basic metals .......-...000. 53 119 140 
Metal products ............. 40 128 125 
Chemicals .........00000eee 4A 128 133 

United States: 

All manufacturing ............ 45 122 135 
Food, beverages and tobacco.. 61 106 108 
Textiles ....... 0. ccc eee eee 51 90 103 
Basic metals ..........00005 32 100 131 
Metal products ............. 31 145 158 
Chemicals’. ............200- 40 137 153 

Western Europe: 

All manufacturing ............ 103 162 178 
Food, beverages and tobacco.. 103 140 146 
Textiles? pb cio5 6-0 adele rise 111 135 133 
Basic metals ............00. 114 167 195 
Metal products ............. 94 169 195 
Chemicals ........... 00000 96 201 225 


Source: Organisation for European Economic Co-operation, 
General Statistics, January 1956 and Industrial Statistics, 
1900-1955 (Paris, 1955). 

@ Provisional, 

b Data do not agree with those published in the United States. 


THE SHIFT TO HEAVY INDUSTRY 
IN THE DEVELOPED REGIONS 


The metal products industry forms the largest single 
sector of manufacturing production in both the United 
States and western Europe. In the United States, gross 
investment in producers’ durable equipment has in- 
creased. much more slowly since 1948 than the output 
of the metal products industry (see table 10). Whereas 
output of metal products was some 58 per cent greater 
in 1955 than in 1948, gross investment in equipment, 
at constant prices, was only some 2 per cent larger. 


Table 10. Indices of Categories of Real Expendi- 
ture and Output of Metal Products Industry, 
United States and Western Europe 
(1948=100) 


Area and item 1953 


1954 19558 


United States: 
Gross domestic fixed capital formation 116 115 125 
Gross investment in producers’ dur- 
able equipment .............6. 108 98 102 
Defence expenditure .............. 368 299 270 
Output of metal products industry... 160 143 158 
Output of consumers’ durable goods. 126 115 145 


Western Europe: 


Gross domestic fixed capital formation 149 162 177 
Defence expenditure .............. 171 165 162 


Output of metal products industry... 151 169 195 


Source: Organisation for European Economic Co-operation, 
Industrial Statistics, 1900-1955 and Seventh Annual Report 
(Paris, 1956); United States Department of Commerce, Sur- 
vey of Current Business (Washington, D.C.), February 1956; 
Economic Report of the President, January 1956. 

4 Provisional. 


Likewise, expenditure on consumers’ durable goods— 
which consist mainly of metal products—has not in- 
creased as markedly as total demand for metal prod- 
ucts; and the production of the former has accordingly 
lagged behind the increase in output of the metal 
products industry as a whole; this was true even in 
1955, when output of consumer durables rose to an 
exceptionally high level because of the record produc- 
tion of passenger cars during the year.** In contrast 
to these items of expenditure, defence expenditure was 
about three times as great in 1955 as it had been in 
1948; while a substantial portion of it represents pay- 
ments for services and goods other than those pro- 
duced by the metal products industry, the rise in total 
defence expenditure has undoubtedly generated a 
major part of the increased demand for the output of 
that industry. Foreign sales absorb a relatively small 


26 The production of certain consumer durable goods — 
such as television sets — has expanded enormously during the 
post-war years, but their net value in the industry’s total out- 
put is small; moreover, their added contribution has probably 
been offset by the relative decline in the contribution of the 
less novel and more slowly expanding branches of the con- 
sumer durable goods industry. 
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proportion of its output; in 1954 only about 7 per 
cent of machinery and transport equipment produced 
was exported. These exports have also tended to 
decline recently from the high levels of the early post- 
war years, as larger supplies of metal products have 
become available from western Europe; in 1954 they 
were some 12 per cent less than in 1948. 


By comparison with the United States, both gross 
investment in producers’ equipment and the export 
trade have been of considerably greater importance 
in western Europe in accounting for the post-war rise 
in output of metal products. As may be seen from 
table 10, gross domestic fixed capital formation has 
risen more steeply in western Europe than in the 
United States over the years since 1948; estimates for 
the years 1950-1954 indicate that the proportionate 
rise in gross investment in equipment was only moder- 
ately below the increase in total investment.2’ The 
general increase in investment throughout the region 
has led to an expansion of intra-regional trade in 
capital equipment. Moreover, post-war development 
programmes initiated in the less developed countries 
have likewise increased demand for imported capital 
goods. The importance of western Europe’s metal 
products industry as an export industry has thus been 
considerably enhanced during the post-war years. A 
rough estimate suggests that the volume of engineering 
exports both to countries within western Europe and 
to other areas may have doubled between 1948 and 
1954, and probably accounted for about 30 per cent 
of the region’s total production in 1954 compared with 
25 per cent in 1948. 


Unlike United States output, western European pro- 
duction of consumer durable goods has expanded with 
especial rapidity during the post-war years, appearing 
to exceed the rate of increase in the industry as a 
whole. Production of passenger cars, for example, 
increased by no less than 270 per cent between 1948 
and 1954.8 This movement partly reflects the develop- 
ment of a new export trade in passenger cars,”° but 
there has also been, in recent years, a marked rise in 


27 United Nations, Economic Survey of Europe in 1955, 
pages 57 to 63. 


28 Output of certain other durable consumer goods, such as 
motor scooters, domestic washing machines and refrigerators, 
is also known to have increased greatly. For example, produc- 
tion of domestic washing machines in the United Kingdom, 
and domestic refrigerators in France, both increased about 
sixfold between 1948 and 1954. The rapid growth in output 
of these products may, however, have been largely offset by 
relatively slow rates of increase in production of other prod- 
ucts which have long been in common use. Nevertheless, the 
marked expansion of the passenger car industry has, in itself, 
been sufficient to enhance the relative importance of the con- 
sumer durable goods branch of the metal products industry, 
both during the post-war years and as compared with the years 
immediately before the war. 


29 Exports of passenger cars from France, western Germany 
and the United Kingdom amounted to 711,000 units in 1954, 
compared with 286,000 units in 1948 and 160,000 units in 
1938; the figure for 1938 includes all Germany. 
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consumption of cars and other durable goods within 
western European countries, as real income per capita 
has begun to rise appreciably above pre-war levels. 
Relaxation of post-war restraints on consumption and 
the extension of consumer credit facilities, which have 
been events of the past two or three years in many 
western European countries, have further favoured 
this growth.°° 


The highest rates of growth during the post-war 
years in both western Europe and North America have 
been established by the chemical industry.* Un- 
doubtedly, progress in chemical technology has been 
the primary condition of these high rates; the industry, 
in fact, provides a spectacular example of the impact 
which advances in applied science may have upon the 
structure of manufacturing production. These advances 
have not only enlarged the range of the industry’s 
products manufactured for direct sale to final con- 
sumers but have also fostered an increasing use of 
chemical technology by the industrial system as a 
whole in the processing of other raw materials. The 
great diversity of these products makes it difficult to 
assess quantitatively the relative importance of the 
industry’s various branches in contributing towards 
the high rates of growth. But it would appear that the 
expansion is to be ascribed primarily to growth in out- 
put—and diversity—of industrial chemicals (including 
chemical fertilizers) for use by other industries in the 
processing of their non-chemical products. These ac- 
count for the largest single part of the industry’s pro- 
duction, both in the United States and western Europe; 
and, although in the post-war period it has greatly 
expanded its supply of the newer chemical materials, 
such as detergents, plastics and synthetic fibres, these 
remain only a minor part of its output. 


The chemical industry is one of the most capital- 
intensive of industries, and the introduction of new 
products and processes arising from advances in chemi- 
cal science has accordingly entailed high rates of in- 
vestment during the post-war years.*? In western 
Europe, the industry’s level of investment has also 
been raised by the post-war programmes for develop- 
ing and extending domestic petroleum refinery capacity 
(to which the development of the petroleum chemical 
industry has been an adjunct). As a result of these 
programmes, output of petroleum products increased 
some fivefold between 1948 and 1954, and, whereas 
less than half of the region’s domestic consumption 


30 See chapter 4 below. 
31 The industry, as here defined, includes petroleum refining. 


32 In the United Kingdom, for example, gross investment 
in the chemical industry during 1953 amounted to about 19 
per cent of all gross fixed capital formation in manufacturing 
industries (and about one-third of the chemical industry’s 
investment was in mineral oil refining). See United Kingdom, 
Central Statistical Office, National Income and Expenditure, 
1955 (London). 
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was met from local refineries in 1948, output in 1954 
was virtually adequate to supply all requirements. 


Partially as the obverse of the rising trend in expen- 
diture upon consumer durables, the textile industry in 
industrial regions has been slow to increase output. 
Textile production in the United States has shown no 
tendency to rise during the post-war years; but, as 
compared with 1937 output, has been about one-half 
greater. In western Europe as a whole, on the other 
hand, textile production in 1954 was only some 13 
per cent greater than the level of output in 1937. The 
difference reflects, in large part, the greater rise in 
the level of real consumption which has taken place 
in the United States since before the war; but it also 
marks the relatively greater importance of the export 
sector of the industry in western Europe, and the 
stagnation of this sector in the post-war years. Thus, 
since the nineteen thirties, the largest textile exporting 
countries in western Europe are those which have ex- 
perienced the least expansion of total textile output, 
although, in a number of textile importing countries, 
the industry has grown quite rapidly through the 
process of import substitution. 


The food, beverage and tobacco industries as a 
group have shown a somewhat stronger tendency to 
expand than the textile industry. In North America 
their combined output was substantially greater in the 
early post-war years than immediately before the out- 
break of the war; during the post-war period it has 
been marked by a steady, though small, increase, In 
western Europe, although production has expanded 
quite rapidly since the war, the absolute increase over 
pre-war levels of output has been substantially less 
than in North America, owing to a smaller increase in 
food consumption. 


RISE OF INDUSTRY IN THE LESS DEVELOPED REGIONS** 


Manufacturing in the less developed regions is, in 
the main, directed to the production of consumer goods. 
Output of certain consumer goods has increased suf- 
ficiently to raise the percentage of the less developed 
regions in world production. Heavy industry, on the 
other hand, is still of small dimension and the increases 
in output have been overshadowed by developments in 
the economically advanced regions. The contrasting 
position of the under-developed regions in share of 
manufacturing output and in production of selected 
consumer and producer goods in the world (ex- 
cluding mainland China and eastern Europe) are 
shown at top of next column. 


In a comparatively few countries, which are emerg- 
ing as new industrial centres in the less developed 
regions, there has been a relatively more rapid growth 
of heavy industry than of consumer goods. Principal 


33 See United Nations, Processes and Problems of Indus- 
trialization (sales number: 1955,IT.B.1). 


1938 1954 
Total manufacturing .................4. 5 5 
Sugar refining ...............62..0005. 51 54 
Cotton yarn... . 61. eee ee 18 23 
Cigarettes ~o-tccs eis eee dwidneta eee uss 20 22 
Cement 1.0... cece eet 9 15 
Wheat flour .....0... 0.00 cece eae 9 13 
Motor spirit ...........-0.00e eee eee 14 ll 
Nitrogenous fertilizer ................ il 8 
Bamber ecatdinss go Sow a Been ear 7 7 
Crude steel ............ ccc cee ee eee 2 2 


among these new centres are Brazil and India; among 
other countries in which post-war changes in the 
structure of manufacturing production have exhibited 
trends similar to these are Mexico, Chile and Turkey. 
By contrast, there is a larger group of countries in 
which post-war growth of manufacturing production 
has been limited mainly to the development of domestic 
consumer goods industries and to export industries 
processing local raw materials; the rates of growth in 
the consumer goods industries of these countries have 
generally tended to be higher during the post-war 
years than for similar industries in countries with 
developing heavy industries. 


The growth of an iron and steel industry is a major 
element in the development of heavy manufacturing 
industries; it provides the nucleus around which other 
branches of heavy industry may develop. That such 
growth has been restricted to a few countries is strik- 
ingly illustrated by the steel statistics recorded in table 
ll. While production of crude steel throughout the 
less developed regions as a whole increased between 
1946-1948 and 1952-1954 by 77 per cent, the expansion 
took place almost entirely within the five major pro- 
ducing countries, The increase in output was particu- 
larly high in Brazil (as well as Chile, where production 
is a recent development). In India, whose steel in- 
dustry remains the largest and has been longer 
established, output increased more slowly. The growth 
of steel production in the major producing countries 
has received considerable impetus during the post-war 
years, both directly from the assistance given to the 
industry by the governments of these countries and, 
indirectly, through the growing demand for steel, 
created in part by governmental development pro- 
grammes. Domestic production of crude steel, as a 
percentage of consumption, rose substantially between 
1936-1938 and 1952-1954; but the increase in the 
absolute levels of consumption between the two periods 
was sufficient to raise the level of net imports except 
in Chile and India.** Further substantial additions to 
capacity are planned in some of these countries; in 
India, construction of three new steel mills, recently 
announced, to be built with the aid of financial and 
technical assistance from western Germany, the Union 
of Soviet Socialist Republics and the United Kingdom, 


84 The pre-war statistics for Indian consumption, however, 
include consumption in Pakistan. 
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Table 11. Crude Steel Production and Consumption, Less Developed Areas 
(Thousands of metric tons) , 


Area and country 


Less developed areas: 


TLOtaL <.ie asi col eo ava say tere Pnenaten Aas ew arencr Sear 
Tridia: 3b avec ecw ailiniclnd Salaewaie weed eee 


Above countries as percentage of total....... 
Australia, New Zealand and Union of South Africa 


Annual average 


Production Consumption® 


1936-1938 1946-1948 1952-1954 1936-1938 1952-1954 


1,225 2,141 3,783 5,044 9,935 
933 1,289 1,615 1,360 1,986 
81 404 1,027 430 1,438 
120 280 484 326 821 
wea 27 292 141 273 

- 91 162 164 429 


93 98 95 48 50 
1,323 1,860 3,191 2,374 4,392 


Source: Statistical Office of the United Nations. 
a Apparent consumption. 


will together increase the country’s steel capacity by 
three million tons.** 


In the post-war years, the engineering industries in 
some of the larger steel producing countries—and in a 
few other countries—appear to have entered a phase 
of rapid extension. In India, machinery production 
rose by 90 per cent between 1948 and 1953, and there 
appears to have been similarly marked expansion in 
Argentina, Brazil, Chile, Colombia and Mexico. De- 


velopment of the industry has been fostered by various. 


governmental measures and, in some instances, with 
the aid of direct investment by foreign enterprises. By 
and large, however, the engineering goods produced in 
these countries are as yet limited to those which involve 
only relatively simple manufacturing processes; tex- 
tile machinery, railway equipment and construction 
materials, as well as motor vehicles and other con- 
sumer durables assembled partly from imported com- 
ponents, are among the more important. Local supplies 
of engineering products generally fall far short of 
domestic requirements, however; these few producing 
countries have, like other less developed countries, 
greatly increased their imports of engineering prod- 
ucts during the post-war years. 


The location of the chemical industry in the less 
developed regions is geographically more diverse than 
in the case of the metal industries. Mineral deposits 
suitable for the manufacture of certain chemicals occur 
in many countries, and there is commonly a local 
demand for some chemicals as materials in the fabri- 
cation of consumer goods. Certain branches of the 
chemical industry also assume importance for some 
countries as export industries. The post-war produc- 
tion of widely used chemicals, such as sulphuric acid 
and caustic soda, has increased substantially in many, 
and fertilizers from mineral deposits have also been 


35 Countries with smaller output of steel include Argentina, 
Colombia, Egypt, Peru, Rhodesia and Nyasaland, Pakistan 
and the Belgian Congo, and of these, all but the latter two 
had begun production at least before the end of the war. 


more extensively produced.** Generally, however, the 
production of industrial chemicals remains limited in 
the less developed regions to a few inorganic chemi- 
cals, and, even within this group, few countries have 
achieved self-sufficiency in more than one or two 
products. The greatest diversification in the range of 
the industry’s production has been achieved in those 
countries where the metal industries have made most 
progress. 


Greater geographical diversification of production is 
evident in the cement industry. The five countries 
which accounted for 95 per cent of steel production 
in the less developed regions as a whole during 1954 
contributed only 43 per cent of total cement produc- 
tion. Diversification of the industry has been aided, 
not only by protective policies, but by such economic 
factors as the high ratio of transport costs to the value 
of imported cement and the availability in most coun- 
tries of the raw materials necessary for the industry; 
the increase in output has been encouraged by the 
decline in costs of cement production relative to costs 
of other building materials and by high post-war 
levels of construction activity. Between 1948 and 1954, 
the greatest increase in production was recorded in 
Asia and the Far East. There, net imports as a per- 
centage of consumption fell from 22 per cent in 1948 
to 14 per cent in 1954, although consumption rose by 
153 per cent between the two years. In Latin America, 
consumption increased by 33 per cent between 1950 
and 1954, while net imports as a percentage of con- 
sumption declined from 17 per cent to 8 per cent. 


Other major heavy industries operating in the less 
developed regions are those which process raw ma- 
terials for export, principally the petroleum refining 
and non-ferrous ore smelting industries. Output of 
crude petroleum and non-ferrous ores has increased 


38 The only countries, however, which manufacture syn- 
thetic nitrogenous fertilizers on an extensive scale are India 
and Mexico, 


Chapter 1. 


Production in the private enterprise economies 45 


more in the less developed than in the industrial 
regions since pre-war years. A corresponding shift in 
location has not, however, been common to all the 
processing industries. In petroleum refining, the share. 
of the less developed regions in world production— 
taking output of motor spirit as an indicator of all 
refining—has changed little from the level of 14 per 
cent in 1938. Of the copper and lead ore mined in the 
less developed regions, a fairly high proportion was 
smelted locally before the war; this proportion has not 
been markedly different in the post-war years.°’ Smelter 
production of aluminium remains, as yet, very largely 
confined to the industrial countries. 


The group of countries in which major consumer 
industries have expanded at the highest rates includes 
the industrially most backward in the less developed 
regions. These have, in the post-war years, established 
or expanded light industries whose output meets the 
domestic demand for manufactures that were in many 
cases previously imported. Among the industrially 
more developed countries, on the other hand, some had 
already reached self-sufficiency, or were approaching 
it, in the production of major consumer goods by the 
end of the war.** 


The textile industry provides the outstanding ex- 
ample of development of a local consumer goods in- 
dustry through substitution of domestic products for 
imports. Textiles have long been manufactured in some 


87 Zinc smelting, however, as a percentage of ore output, 
rose from 15 per cent in 1938 to 23 per cent in 1954. On the 
other hand, the proportion of tin that was smelted locally 
declined from 59 per cent in 1938 to 45 per cent in 1954, 
partly because of the establishment of smelting capacity in 
the United States during the war. 

38 India, in fact, emerged in the early post-war years as the 
world’s largest exporter of cotton cloth. 


less developed countries by their cottage industries; 
but mill production, and its extension to the point 
of national self-sufficiency, is, in a number of instances, 
a fairly recent development.*® This has been particu- 
larly true of countries in Asia and the Far East during 
the post-war years. As may be seen from table 12, 
mill production of cotton yarn—which is the best 
single indicator of textile output in the less developed 
regions—increased some fivefold in Asia and the Far 
East (excluding India) between 1946-1948 and 1952- 
1954, In Latin America and Africa and the Middle 
East, the increase in output was much greater during 
the war years than in the post-war period. The rayon 
industry, however, has been substantially expanded 
in Latin America during the latter period, output 
having increased nearly threefold between 1946-1948 
and 1952-1954, The production of rayon yarn had 
been undertaken in Brazil and Argentina before the 
war, and since then it has been started or expanded 
in a number of other countries within the region. In 
the other regions, the only producers are Egypt, India 
and Turkey, where production was started in the post- 
war period. In all three regions, woollen textile pro- 
duction was considerably greater after the war. than 
it had been immediately before; but it remains a rela- 
tively unimportant branch of the textile industry in 
the less developed regions as a whole, and, during the 
post-war years, the only evidence of further expansion 
has been in Asia and the Far East (because of the 
industry’s development in China: Taiwan). 


To sum up, the geographical dispersion of factory 
production of certain consumer goods has been 
widened during the war and post-war period. Govern- 


39 Mill production was, for example, first begun in Burma 
in 1951 and in Indonesia in 1953. 


Table 12. Production of Cotton Yarn, Less Developed Areas 


Area and country 


Annual average 
(thousands of metric tons) 


Percentage increase 


1937-1938 to 1946-1948 to 


. Latin America :* 


BLOt AL | <a cena. seee tiandhe aun Goee Aalto ie ace Ware aut kg SARS 


MGRICO fs 55 rd ate a eke 


Total 


Australia, New Zealand, Union of South Africa. . 


Source: Statistical Office of the United Nations. 
4 Not including Brazil. 

b Not including Japan. 

© Unofficial estimate. 


ee ce 


ee ee ry 


1937-1938 1946-1948 1952-1954 1946-1948 1952-1954 
42 87 99 108 14 
25 67 81 168 al 
8 6 5 —25 —l7 

575 647 831 13 28 
17 21 133 24 533 
40 79 113 98 43 
19 45 60 137 33 
18 29 37° 61 28 
5 13 21 160 62 
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ment policies of industrial development have been of 
major importance in promoting the diffusion of manu- 
facturing production over a larger area of the world. 
Import substitution has been a significant factor in 
contributing to the growth of some branches of the 
consumer goods industries in many less developed 
countries, The movement towards geographical dis- 
persion has been sufficiently strong in certain branches 
of manufacturing to raise the share of the less de- 
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veloped regions in world output of particular products. 
Some major branches of manufacturing are, however, 
virtually non-existent, or exist only in an embryonic 
state, in the less developed regions; and since rates of 
growth in these branches—as, for example, the engi- 
neering industry—have been at a high level in the 
industrial regions, the share of the less developed 
regions in world manufacturing output as a whole has 
not increased during the post-war years. 


The Contribution of Higher Productivity 


The widening gap between developed and under- 
developed countries in per capita output and in their 
stock of capital equipment is reflected in disparate 
trends both in labour productivity and in productive 
employment. In most industrial countries the rise in 
output since the pre-war period has generally been 
sufficient not only to absorb the annual increment to 
the labour force but also to wipe out the large-scale 
unemployment of the pre-war period (see table 13). 
Only in Belgium, Denmark, western Germany and 
Italy has unemployment been an important problem 


during the post-war period; in 1955 even this unem- — 


ployment was significantly reduced in Belgium and 
western Germany.*® Not only has employment increased 


40Tn western Germany, unemployment fell to 2.7 per cent, 
and symptoms of labour shortage developed, in. the third 
quarter of 1955, 


considerably in the industrial countries, but it has 
also been possible, owing to the expansion in capital 
equipment and a constantly improving technology, to 
employ the additional manpower under conditions of 
continually rising productivity. 


Statistics of labour force and employment are less 
adequate in many industrial countries than data on 
production, so that it is difficult to arrive at reasonably 
accurate estimates of the rise in productivity that has 
taken place. An indication of changes in global output 
per man may be obtained from estimates of the gross 
national product and total employment. In the United 
States the gross national product more than doubled 
in real terms from pre-war to 1954 while total (in- 
cluding agricultural) employment increased by about 
37 per cent, denoting a rise in average output per 
man of about one-half. In Canada, similar calculations 


‘yield an even larger increase in average total output 


Table 13, Employment and Unemployment, Selected Industrial Countries 


Index of employment® Unemployment 
Country 1938 1954 1955 1938 1948 1954 1955 
(1948 = 100) percentage) 
AUB aL i cious Patched 70° 106 112 sak 2.3 7.9 5.7 
Belgium ............0 cee eee pe 99 18.4 4,04 8.1 5.7 
Denmark’. i .ciiied ca ec eve tac be os ia pave Mate 21.3 8.6 8.0 9.7 
BT ance: ssccikvten is hate dicdare. oe 95 105 107 peg Seles sate 
Germany, western ............. by 128 135 4,2 7.0 5.1 
Ttaly idol suet dete tae ehh 4.3 8.9 10.0 9.8 
Netherlands ..............0005 71 ete ae 1.0 1.9 1.3 
Notway cies Made Seas ee 112 113 ae 1.0 13 12 
Sweden ............ccceeceeee eas ee ies 10.9 2.84 2.6 2.4 
United Kingdom .............. ee 106 107 12.0 1.64 15 1.2 
Gana as vice i actacalews ois 72 115 121 11.4 2.24 4.5 44 
United States ............-0005 67 106 110 19.0 3.4 5.0 4.0 
Source: United Nations, Monthly Bulletin of in coverage; for details of national statistics, see 

Statistics. source. 


4 Excluding employment in agriculture. 
> Percentage of unemployment is not com- 
parable among countries because of differences 


© 1937, 
4 Statistical coverage changed from that in 
earlier years. 
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Table 14. Change in Industrial Distribution* of Labour Force, Selected Countries 


(Percentage) 
Increase in 
Country and period Total economically 
Agriculture Industry Services active population? 
Canada, 1941 to 1951 ......... 2... cee eee eae —18 44 44 26 
Denmark, 1940 to 1953.02... eee ee eee ee —il 25 9 7 
Ttaly, 1936 to 1954 ...... 61. —4 27 36 16 
Sweden, 1940 to 1950 ..... 2.0... eee eee eee —26 18 15 4 
Switzerland, 1941 to 1950 ...........- ee eee —14 16 14 8 
United Kingdom, 1931 to 1951 ........-.....+-- —ll 14 4 7 
United States, 1940 to 1950 .........-.....05- —19 38 32 15 


Source: International Labour Organisation, 
Yearbook of Labour Statistics, 1945 and 1946, 1955 
(Geneva). 

* Agriculture includes agriculture proper, 
forestry and fishing; industry includes mining, 
manufacturing, public utilities, construction; 
services include commerce, transport and com- 


per man. For western Europe, it has been estimated* 
that total man-hours of employment rose about one- 
sixth from 1938 to 1954; since the gross national 
product rose over one-third, a rise in average output 
per man-hour of about the same order as the increase 
in employment is indicated. The lower figure for 
labour productivity, as for total output in western 
Europe as compared with Canada and the United 
States, is due to the disruptive effects of the war; since 
1948 western Europe’s campaign to raise productivity 
has borne fruit in a larger rise in average output 
per man than has occurred in North America. 


The increase in gross national product per man 
reflects not only changes in productivity within each 
economic activity but also shifts in employment be- 
tween economic sectors. Both in North America and in 
western Europe, major shifts have occurred in the 
distribution of employment from activities with rela- 
tively low, to activities with relatively high, average 
values of output per man. The most striking feature 
of these shifts has been the transfer of manpower 
from agriculture to other activities; as may be seen 
from table 14 decreases in the agricultural labour 
force since before the war range from about 10 per 
cent in countries such as the United Kingdom and 
Denmark to about 20 per cent in Canada and the 
United States and over 25 per cent in Sweden. Both 
in western Europe and in North America the labour 
force in industry has risen by two to three times the 
percentage increase in total labour force. 


Within the industrial sector itself there have also 
been important relative shifts in employment in favour 
of construction and of durable goods, and away from 
non-durable goods industries, which would tend to 
raise the average value of output per man for industry 


41 Organisation for European Economic Co-operation, Sixth 
Report (Paris, 1955), page 59. 


munications, public and domestic services, pro- 
fessional services (armed forces included). 


b Activities not specified and persons seeking 
employment for the first time are included here, 
but not in the separate branches of economic 
activity. 


as a whole. For the United States this is illustrated in 
table 15, in which the industries recording an increase 
in the share of industrial employment are typically 
characterized by significantly higher levels of value 
added per man than those whose shares registered a 
decline from the pre-war period. 


Significant as has been the change in the distribu- 
tion of employment, it is evident that a major part 
of the rise in the national average output per man in 
North America and western Europe is accounted for 
by increases in productivity within the individual 
branches of economic activity. Progress has been pro- 
nounced in agriculture, where output rose considerably 
while at the same time manpower was released to 
industry. In the United States, farm output per man 
has more than doubled since the war, and average 
hours worked per week have declined. Although the 
increase has not been quite so great in western 
Europe, in several countries the improvement was 
nevertheless greater than that registered in other 
activities combined, or, in some instances, even in 
industry. The progress reflects the importance that 
has been attached since the war to expansion of agri- 
culture in most industrial countries. War and post-war 
food shortages with their attendant problems of infla- 
tionary pressures—and in western Europe also of the 
dollar shortage—have prompted most of these coun- 
tries to give high priority to agriculture in their policy 
formulation. Government measures have ranged from 
technical assistance and research to price-support pro- 
grammes coupled with a high degree of protectionism. 
These measures have lifted the share of farm income 
in the total as compared with the pre-war period, 
facilitating a revolutionary expansion in capital forma- 
tion on the farms. No less significant in raising output 
per man and per acre have been technological advances 
in hybridization, insecticides and soil conservation, 
combined with intensive use of commercial fertilizers. 
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Table 15. United States: Productivity and 
Employment* in Major Branches 
of Manufacturing 


Increase in employment 
(percentage of total)> 


Branch ——— = Net value added per 
From 1937 From 1948 man-year, 1954 
to 1947 to 1954 (thousands of dollars) 
Chemicals and allied 
products ........ 9 14 9.2 
Machinery and trans- 
port equipment .. 38 101 6.4 


Basic metals and 
metal products .. 21 30 5.8 


Food, tobacco and 


allied products .. 7 - 5.3 
Miscellaneous prod- 

UCES Sar aciaeueees's 17 —6 5.0 
Textiles ........... 8 —39 3.3 

All manufacturing. 100 100 5.6 


Source: United States Department of Commerce, National 
Income, 1954 (Washington, D.C., 1955) and Survey of Current 
Business, July 1955. 

@ Employment measured in man-years of full-time employ- 
ment of wage and salary earners or the equivalent in work 
performed by part-time workers. 

» Increase in employment in given branch as percentage of 
total increase in employment in all manufacturing. The indus- 
trial classification of basic data was slightly changed in 1947, 
affecting the comparability of figures for the two periods. 


Of greater quantitative importance, in view of its 
weight in total economic activity, has been the in- 
crease in productivity in industry. Though generally 
smaller than the rise in farm productivity, it accounts 
for most of the increase in the national average. As 
was suggested. by the increases in gross national prod- 
uct per man, the rise since before the war has been 
considerably greater in Canada and the United States 
than in western Europe (see chart 7). Although the 
war-time experience has clearly left its mark on the 
post-war levels of productivity, the gap between coun- 
tries has tended to narrow since 1948. Countries with 
a late start in reconstruction, such as Austria and 
western Germany, have experienced the largest rise 
in productivity since 1948, while others, such as the 
United States and Canada where productivity rose 
significantly during the war, have recorded much 
smaller increases in the post-war years. 


It is western Europe’s success in raising its pro- 
ductivity levels which has so profoundly altered the 
economic landscape of the world since the end of the 
war. It has enabled the region to regain and indeed 
to exceed its pre-war level of living even while 
devoting a higher share of output to investment for 
future growth, to improvement of the balance of pay- 
ments and to defence. Since consumer demand does not 
normally rise by the full absolute amount of an in- 
crease in income, the rise in productivity has provided 
a margin of supply which could be devoted to other 
uses in addition to raising current consumption. Part 


Part L Economic growth in the post-war decade 


was in fact used to increase the share of output devoted 
to investment. Even investment and consumption com- 
bined, however, rose less than did incomes, with the 
result that the pressure of home demand against sup- 
plies subsided and the extra margin could be used to 
increase exports, reduce imports and thus overcome 
the enormous balance of payments deficits with which 
the region was saddled immediately after the war. Not 
only were Europe’s balance of payments deficits thus 
overcome but also the world’s problem of dollar 
shortage was reduced to manageable proportions as 
Europe increase its export capacity of capital goods 
previously available chiefly in North America, and 
at the same time assisted the less developed areas 
affliated with it to expand their exports of primary 
products which Europe had earlier been compelled to 
buy mainly from the United States.” 


42 Elements contributing to the easing of the post-war dollar 
shortage are reviewed in chapter 2. 


Chart 7. Industrial Production and Employment, 
1954 


(1938=100) 4 


Production 


140 


120 


He 120 140 160 180 500 220 
Employment 
A — Austria lt — Haly 
B — Belgium Ir — Ireland 
C — Canada Ne — Netherlands 
D — Denmark No — Norway 
F — France S$ — Sweden 
G — Germany, western UK — United Kingdom 


US — United States 


Source: United Nations Bureau of Economic Affairs. 
4 Belgium, Canada and United States: 1937 — 100. 
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Table 16. Ratio of Industrial Employment to Male Population,’ Selected Primary Producing Countries 


(Percentages) 

Country Ratio of total industrial Ratio of inerement® in industrial Country Ratio of total industrial Ratio of increment® in industrial 
and employment to total employment to increment® and employment to total employment to incremene* 
year male population» in male population» year male population» in male population” 

Australia: Brazil: 
1938/39...... 25 1940......... 6 
1948/49...... 35 163 1950......... 9 20 
1950/S1...... 36 39 Colombia: 

New Zealand: 1945......... 5 
1938/39...... 19 953 scenes 8 21 
ee Tgp 

phat Sicha “a 1945......... 8 

Argentina: HOGI. eae ads 8 2 
19ST 2ccieea 13 Pees 
1946......... 22 74 eats 
1954......... 23 ; 28 1940......... 5 

Union of South 1945......... 8 24 
Africa: Turkey 
1938/39...... 13 1939......... 1 
1947/48...... 19 51 1950......... 6 28 
1951/52...... 22 62 India: 

Chile: 1938......... 2 
i eee 9 1948.00.00... 2 6 
1949......... 10 15 1958 ss. o.uaeis 2 1 


Source: United Nations, Demographic Yearbook (sales number: 1955.XIII.6); national industrial censuses and other official 


publications, 


2 Tentative estimates of male population, aged 15 to 64, made from latest available census data. Both the definition of industrial 
employment and the minimum size of establishment covered by industrial censuses differ from country to country. The ratios 
given in the table are therefore not exactly comparable among countries. 


b Aged 15 to 64 years. 
¢ From preceding year shown. 


In contrast to the rise in productivity in the devel- 
oped countries, the progress in under-developed coun- 
tries generally appears quite limited. It is not possible 
to obtain meaningful estimates of productivity for 
these countries, since the labour force can hardly be 
defined, let alone measured with any reasonable degree 
of accuracy, in countries in which unpaid farm labour 
constitutes such a large part of total manpower. It is 
evident, however, that the record of rising productivity 
in the developed countries finds little parallel in the 
under-developed areas of the world. Far from declining, 
the agricultural population in such areas has grown 
substantially since the pre-war period. It has been 
estimated that from 1937 to 1952 the increase 
amounted to approximately one-fifth.“* While this is 
less than the percentage rise in total population it is 
of the same order of magnitude as the rise in farm 
output in the under-developed areas. There does not 
therefore seem to have been any significant increase 
in per capita farm output in the under-developed 


43 Food and Agriculture Organization of the United Nations, 
Yearbook of Food and Agricultural Statistics, 1953, vol. I 
(Rome, 1954), page 17. 


regions of the world as a whole. Not only does agri- 
cultural productivity remain extremely low by stand- 
ards of developed countries but the volume of dis- 
guised unemployment on the farms appears to have 
increased, at least in absolute numbers, if not in 
relation to total farm population. 


Such limited increase as has taken place since before 
the war in per capita output in less developed coun- 
tries appears to have been due primarily to non- 
agricultural activities. The available data are not 
adequate for measuring the extent to which the rise 
in per capita output represents increased productivity 
or a rise in the proportion of population that is em- 
ployed in industry. Some increase in that proportion 
appears to have taken place, at least in Latin America, 
although, except in Argentina, the proportion remains 
very small compared with that prevailing, for in- 
stance, in the advanced primary producing countries, 
Australia, New Zealand and the Union of South Africa 
(see table 16). It seems fairly clear, however, that 
industrialization has thus far not progressed sufficiently 
fast to provide productive employment opportunities 
for more than a small fraction of the annual increment 
to the labour force. 


Chapter 2 


INTERNATIONAL TRADE AND PAYMENTS 
The Expansion in World Trade 


Despite the many difficulties and obstacles in inter- 
national trade, and the persistence of symptoms of 
disequilibrium throughout the post-war period, the 
expansion of world trade during the past ten years 
has been much more rapid than during the corre- 
sponding years following the First World War. By 1955 
the total volume of world trade was of the order of 
50 per cent higher than in 1948, and exceeded the 
level reached in 1938 by approximately the same 
proportion (chart 8). In contrast, in 1928, the tenth 
full year after the end of the First World War, the 
volume of world trade was less than 30 per cent above 
the level of 1913.2 


Since the Second World War, world trade has grown 
even more rapidly than production, in terms of post- 
war prices, as is indicated clearly in the data presented 
in table 17.4 This was primarily due to the fact that 


1 Excluding exports of the centrally planned economies and 
special category exports of the United States. For an analysis 
of the trade of the centrally planned economies, see chapter 3. 

2Data given on page 60 of League of Nations, Review of 
World Trade, 1938 (Geneva, 1939), suggest a rise in the 
volume of world exports from 1913 to 1928 of 24 to 29 per cent. 
On the other hand, according to United Nations, Growth and 
Stagnation in the European Economy, by Ingvar Svennilson 
(sales number: 1954.ILE.3), table A.58, the quantum of world 
exports in 1928 was only 13 per cent higher than in 1913. 

8 Comparisons of this kind between trade and production 
present formidable difficulties on account of limitations in- 
herent in the basic data. While the various methods of esti- 
mating world indices of the volume of output and trade do not 
normally produce very different results for changes from year 
to year or even over a short period of years, a much larger 
dispersion of estimates may emerge from an examination of 
trends over a long period. This is particularly true if im- 
portant changes in the relative prices of different products and 
in the composition of trade or of output are involved — as 
was certainly the case both from 1913 to 1928 and again from 
1938 to 1955. It has, for example, been shown in International 
Trade Statistics, edited by Allen and Ely (New York, 1953), 
page 195, that the change in the volume of United Kingdom 
exports from 1938 to 1947 may he estimated either as a rise 
of 11 per cent or as a fall of I per cent, depending upon 
whether the 1947 exports are revalued at prices ruling in 
1938, or whether the opposite procedure is followed. Similar, 
though on the whole lesser, discrepancies between equally 
valid methods arise in estimating changes in production over 
long periods, as is pointed out in chapter 1. Moreover, any 
volume index of world trade or world output cannot avoid all 
the difficulties implicit in the individual national indices, and 
the additiona] complication that there are wide differences in 
practice among countries in the methods they employ. For an 
account of the method used by the Statistical Office of the 
United Nations in calculating indices of world industrial 
production and world trade, see Supplement to the Monthly 
Bulletin of Statistics (1954). 
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the war was more disruptive of trade than of pro- 
duction. Consequently, the increase in trade was 
greatest, relative to production, during the first five 
years or so of recovery after the war; after 1951 the 
expansion of trade began to slow down in relation 
to production, For the period 1938 to 1955 as a whole, 
available data suggest a somewhat smaller rate of 
growth in world trade than in world production. 


Very similar phenomena were observed after the 
First World War. The World Economie Survey for 
1931/32 of the League of Nations noted that while 
world trade rose more rapidly than world production 
from 1921 to 1929, the opposite was probably true 
of the entire period from 1913 to 1929, on the average. 


The most important reason that the rise recorded 
in world trade is smaller than that in world output 
since 1938 is almost certainly the fact that production 
has risen most in countries whose trade is low in rela- 
tion to their output. In particular there has been a 


Table 17. Indices of World Production and Trade? 
(1948= 100) 


Item 1938 1954 


All commodities: 


Production ..............- 78 130 
Exports ......-.seeeeeeeee 99 145° 
Primary commodities: 
Food: 
Production ...........00eee eee 90¢ 117 
EXPOTIS Sesion Pace es lind 104¢ 112 
Raw materials: 
Production ............0.0000s 84 120 
Exports: ec.i5 ce hb ins wanes 103 140 
Manufactures: 
Production .........c0e cee e eee 69 140 
Exportsts ois ceases wes ae'oe whe 92 150° 


Source: United Nations Bureau of Economic Affairs; Statis- 
tical Office of the United Nations; Food and Agriculture 
Organization of the United Nations. 

* Excluding production and exports of the centrally planned 
economies. 

b Excluding “special category” exports of the United 
States, commodities to which security restrictions apply regard- 
ing the publication of certain detailed export statistics, 

¢ Annual average, 1934-1938, 

4Exports of Belgium-Luxembourg, Canada, France, Ger- 
many, Italy, Japan, Netherlands, Sweden, Switzerland, United 
Kingdom, United States. German data for 1938 refer to pre- 
war area of Germany (1937 boundaries). 
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Chart 8. Expansion of World Trade after the First and Second World Wars 


(Indices of export quantum) 


Index 
1948 1949 1950 1951 


1952 1953 1954 1955 


1924 1925 


mmo: World trade, 1948-1955 


(1938 = 100) 


1926 1927 1928 1929 
we owe cee ae World trade, 1924-1929 
(1913= 100) 


Source: United Nations Bureau of Economic Affairs; League of Nations, Review of World Trade, 1938 (Geneva, 1939). 


marked relative increase during the past twenty years 
in the contribution to world output of the United 
States, which has by far the lowest ratio of imports 
to total national output of the thirty countries listed 
in table 18. This fact alone would suffice to cause a 
significant discrepancy between the gain in world trade 
and in world output.* It will be shown below that 
changes in the distribution of world production since 
before the war have accounted for a major part of the 
lag in world trade. 


There are, however, other factors pulling in the 
same direction. The most important of these are the 
tendencies in many countries to import less for a given 
structure of output, and to shift towards patterns of 
production requiring fewer imports; in many cases 
the effects of these two types of change, which are 
examined further below, are inextricably linked. 


The general tendency for the volume of world trade 
to rise more slowly than world output does not mean 
that imports have declined as a proportion of national 
income in all or even in most countries. The data assem- 


bled in: table 18 show, in fact, that from 1937 to 


#¥For the world as a whole, including the centrally planned 
economies, the lag is further emphasized by the rise in the 
share of world output produced in the Union of Soviet Socialist 
Republics, which probably has an even lower ratio of trade 
to output than the United States. 


1954 the ratio of imports of goods to national income 
{or to some other national aggregate of production 
or expenditure) rose in the majority of the countries 
listed. In interpreting this fact, it must of course be 
borne in mind that the national income reflects the 
output not only of agriculture and industry but of 
other goods and of services as well; and that the 
changes in the ratio also depend on the relative move- 
ment of international trade prices and internal prices 
in each country. 


All countries in table 18 for which data are avail- 
able—except Japan, where special circumstances pre- 
vailed—reduced the proportion of their incomes spent 
on imports from 1929 to 1937. It is likely that this 
reflected, in many cases, both a reduction in the ratio 
of imports to income in real terms® and a greater 
decline in import prices than in domestic prices. In 
the industrial countries, import prices for primary 
products certainly fell much more sharply than domes- 
tic prices, but in addition new barriers were imposed 
upon trade during the early nineteen thirties. The latter 
was also true of many primary producing countries, 
but their price movements were more heterogeneous. 


5 Data available for fifteen countries, most of them industrial, 
with only two exceptions, show declines—and usually sharp 
declines—in the ratio of import volume to industrial produc- 
tion from 1929 to 1937. 
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Table 18. Ratio of Imports of Goods to National Income, by Country 
(Percentages) 


Category and country 


Countries with declining ratios, 1937 to 1954: 


AT Gentine 2 iiac ei Seda die te tian Sie sleee'e 
ATISEDIA 20.64.00 sane ooohc bie eee jarware OS Glee woe 
Belgium vio sik se chase ale te einece'g 28 eis g ere te 
Ceylon® (o5 sidecases hee sats ara Siagelae aieles 
Binlandlis-cciencsst ert abet abe aeeaae ae eeae 
PPANCO? ste sate arise coals ain bb S Siac leas eee tw Sees 
JAPAN sie otsa wise s Sats Bad bate aoe ame Wo aneie 9 
Northern Rhodesia® ........... 2... cece eee 
United’ States. ..06.8054 bees wes dais bei seisen 
Yugoslavia. cc ccesieS eeacse cece etteceeen 


Countries with rising ratios, 1937 to 1954: 


Australia® 2 cei iaadieiicc cot aavdnsawetacrces 
Burmae <i. ceeasadsesscactihetesieewkacw’ 
Ganladasciasnschk ees dS os AS dane bMS MaCOles ee 
Colombia secsciecks dslie Sedo els ae tie es Helens 
Cubat< ct pected Oeehactendataacaa ne 
Denmark .........ccc cece eeeccecweceenees 
Germany, western! ........... 00. cece cece 


Treland 


Netherlands ........ cc cece cece ec eu ee enes 
Norway ssiv.vs Uaasaien dundee peewee bestews 
Nyasaland)... side di ee cecaacase ewes eens 
Southern Rhodesia ...........0. ccc cee eeeee 
SWEGON. ¢i\o'..acr cca coaaieus Oo bivy Salat seo Roe wale 
Switzerland .......0002ccccssccccctccceecs 
Thailand™ .........cccccccccccccccccacecs 
Trey. isis oie Sitiecie ep siete ada ee ee eects 


United Kingdom: 


National income ............eeeeeeeeees 
Gross domestic product .............0005 
Veneztiela 6 osc siden bee eae ee sleaaine ates 


Source: Statistical Office of the United Nations. 

4Gross domestic product at market prices. 

» 1930. 

¢ Gross national product at factor cost. 

41938. 

¢ Data not fully comparable. 

£ National income at market prices. 

® Fiscal year data for Australia and Burma, 
and for Thailand in 1938. 

h 1939. 


Since 1937 there has been less uniformity among 
countries. Of the thirty countries, ten show lower 
import ratios in current prices in 1954 than in 1937. 
This group contains several countries which are rela- 
tively advanced industrially, notably the United States, 
and where structural changes in the composition of 
output and trade during the period sufficed to offset 
the fact that import prices had risen much more than 
domestic prices. Most of the under-developed coun- 
tries, as well as a substantial group of western Euro- 
pean countries, recorded higher import ratios in 1954 
than in 1937, Data in constant prices are available 
for eleven of these twenty countries, of which ten* 
showed significant increases in the real ratio of im- 


6 Burma, Canada, Denmark, western Germany, Ireland, Italy, 
Netherlands, Norway, Switzerland and Turkey. 


ee ee ee or ed 


1929 1937 1948 1954 


adie 16.8% 16.4 6.8 
45.3 25.7 115 23.9 
45.3 42.1 35.1 38.4 

ave 39.74 37.8 29.7 
34.1 32.4 21.7 22.2 
23.8¢ 15.5 12.4 12.8 
17.1° 25.3 seh 14.0 

bes 61.54 61.8 58.4 

5.1 4.3 3.2 3.4 

see 11.6 8.3 9.4 
17.4 16.1 21.5 21.2 

tes 17,84 18.6 24.3 
27.1 19.9 21.0 21.8 

sie 17.48 15.5 17.9% 

wt 22.64 31.9 28.4 
33.6> 26.9 22.2 34.4 

a ais 16.5* 11.2} 18.8 
38.1 28.4 42.1 40.2 
17.3" 12.5" 14.2 15.4 
13.2™ 12.5" 10.2 13.6 
45.3 33.4 38.5 51.6 
24.78 23.1 32.9 39.5 

ses 20.24 44,0" 45.3! 
57.9 43.9 63.2 59.8 © 
21.78 20.7 20.8° 23.8¢ 
28.3 22.2 28.4 25.5 

wo 15.148 10.5 21.8° 

9.24 9.7 10.7 
26.8 17.14 ives sive 
Bee 15.84 175 18.8 
ee 14.1% 32.4! 27.6° 
11953. 


iData from Organisation for European Eco- 
nomic Co-operation (OEEC), General Statistical 
Bulletin (Paris); gross national product at 
market prices. 

k 1936. 

11949. 

™m Net domestic product at factor cost. 

n Net domestic product at market prices. 

© 1952. 


ports to income as well as in the current value ratio. 
Only the United Kingdom runs counter to this ten- 
dency, with a sharp reduction in the real import 
content of the national product more than offset by 
a larger rise in import prices than in domestic prices. 


Among the under-developed countries, imports of 
goods rose as a proportion of income in current prices 
because of substantial growth in the purchasing power 
of their exports. This took the form not only of an 
expansion in the volume of exports but—and probably 
of more importance in many cases—of an improve- 
ment in the terms of trade. In many of these countries, 
the relative burden of service payments was reduced; 
and in some, higher capital inflow since the war, or 
economic aid, has added to resources available for 
purchasing goods abroad. 


Chapter 2. International trade and payments 


Most of the industrial countries—including the 
United States—have recorded increases in their import 
ratios in the course of the post-war period. So far as 
western Europe was concerned, the rise from 1948 to 
1954 shown in table 18 reflected the general. improve- 
ment in balance of payments positions, making it pos- 
sible to relax import restrictions. Data are available 
in real terms for fifteen countries in western Europe 
and North America, and for Japan. In all cases except 
Switzerland, the United Kingdom and the United 
States, the volume of imports rose more, and often 
considerably more, from 1948 to 1954 than real 
income or product. In the United Kingdom and the 
United States, the decline in imports in relation to the 
national product was small and was offset by greater 
increases in import prices than in domestic prices. 
While a number of under-developed countries have 
also increased their import ratios in recent years, cer- 
tain of them imported relatively less in 1954 than in 
the early post-war years, when war-time accumulations 


The Lag in World Trade 


While total world trade has fallen relative to total 
world output in real terms, trade in primary products 
has also declined in relation to total world trade. It has 
likewise fallen in relation to world production of these 
commodities and still more, of course, in relation to 
world manufacturing output. 


It is evident from table 17 that the volume of inter- 
nationally traded primary products increased less than 
world trade as a whole from 1938 to 1954, food show- 
ing a greater lag than raw materials. This was the 
opposite of the trend during the nineteen thirties when 
the share of primary products in world trade was 
significantly increased in real terms. This is indicated 
by the following volume indices of world exports in 
1938 (1929 = 100) :” 


PO0d. S4.cce dob s00 5 bee Webs Sea ee cele’ 92 
Raw materials ......... 0c eee eee eee 95 
Manufactures .......ecceceeeeesoees 82 

Toran 89 


The rise from 1929 to 1938 in the share of primary 
products in the volume of world trade was accom- 
panied by a fall in their purchasing power over manu- 
factures; and conversely the declines in the proportion 
of primary products in world trade at constant prices 
from 1938 to 1948, and from 1948 to 1954, were 
associated with relatively greater advances in the prices 
of primary products than of manufactures. This rela- 
tionship is reflected in chart 9, which indicates that 
from 1929 to 1938 and from 1951 to 1955 the real 
share of manufactures in world trade varied inversely 
with the ratio of export prices for manufactures to 
average world export prices for all goods.* 


7 League of Nations, Review of World Trade, 1938. 
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of foreign exchange reserves were being liquidated to 
meet the pent-up demand for imported goods. Some 
of the under-developed countries tightened their import 
controls during the period under review. In some in- 
stances, however, the relative decline in imports since 
1948 may be due rather to recovery in domestic output 
and the consequent elimination of the need for relief 
or other exceptional shipments. 


Whatever the reasons may be in terms of changes 
which have occurred in the structure of trade and out- 
put, and in the volume and prices of imports, it may 
be considered significant that, despite all the pre- 
vailing restrictions on international trade, two-thirds 
of all countries for which data are available spent a 
higher fraction of their incomes on imports in 1954 
than in 1937. The remaining one-third of the coun- 
tries, moreover, did not by any means consist exclu- 
sively of those operating the most restrictive controls 
on trade and payments; on the contrary, many of the 
latter were to be found among the former two-thirds. 


in Primary Products 


The lag in trade in primary products since 1938 
has proceeded from essentially the same causes as the 
lag in world primary production, which is reviewed at 
length in chapter 1. Consumption, and therefore im- 
ports, of primary products are typically much less 
sensitive than consumption and imports of other goods 
to changes in real income.® Furthermore, both the 
demand for primary products and their supply, taken 
as a whole, appear to be less responsive to changes in 
price than demand and supply for manufactures, again 
regarded as a whole. A rise in world. income normally 
tends, therefore, to bring about a larger increase in 
the volume of trade in manufactures than in primary 
products and, on the other hand, a sharper price 
advance in primary products than in manufactures; 
and the converse has probably held true in general 
in periods of declining world income. 


The inherent tendency for trade in primary products 
to advance less than total trade or total production 
has been reinforced since 1938 by structural changes 
affecting both food and raw materials. These include, 
in particular, the trend towards greater self-sufficiency 
in basic foodstuffs in net importing countries, the rise 
in the share of manufacturing output produced in the 
United States—whose raw material import require- 


8 Special circumstances explain the parallel movements in 
the two post-war series prior to 1951, namely, the rising trend 
in world exports of manufactures in 1948 and 1949 resulting 
from recovery in western Europe, and the upsurge in world 
exports of primary products in 1950 due to public and private 
stockpiling connected largely with the outbreak of hostilities 
in Korea. 


®In the case of raw materials, this tendency may not 
emerge in short-period business fluctuations accompanied by 
sharp changes in raw material inventories. 


54 


Part I. Economic growth in the post-war decade 


Chart 9. Volume and Unit Value of World Exports of All Goods and of Manufactures 
(Percentages) 
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Source: Statistical Office of the United Nations; League of Nations, Review of World Trade, 1938. 


ments are small, relative to output—and the world- 
wide shift in the structure of manufacturing from 
light to heavy industries, with consequences which 
are reviewed below. 

Thus far in the post-war period, world trade in 
food has shown little or no sign of long-term expan- 
sion. World food production has grown fairly steadily 
since the war, reaching a level 30 per cent above 
pre-war output in 1954 (chart 10). Trade, on the 
other hand, starting from a relatively low volume im- 
mediately after the war, had risen to a level 11 per 
cent above pre-war by 1951; there has been no further 
advance, as shown by the following indices (1934 
to 1938 average = 100) .*° 


1946 = 1948195119548 
World production ....... 103s 119-130 
World exports .......... 82 96 111 108 


Source: Food and Agriculture Organization of the United 
Nations. 

: 8 Provisional. 

The concentration of post-war increases in food 
production in importing countries and the reasons 
underlying this trend towards self-sufficiency have been 
examined in chapter 1. 

Compared with pre-war years, food production has 
risen more in indusirial than in primary producing 
countries. Furthermore, a smaller share of food pro- 
duction in primary producing countries has been 


10 Data include beverage crops and tobacco. World figures 
do not include the centrally planned economies. Production 
data refer to crop years beginning in the year stated. 


available for export, chiefly owing to rapidly increas- 
ing population. In 1954 primary producing countries 
were exporting 10 to 15 per cent less food than before 
the war, and the total volume of world trade in food 
exceeded the average for 1934-1938 only because the 
exports of industrial countries had increased by over 
one-third. As table 19 shows, exports by the primary 
producing countries of the major food crops, fats and 
oils, and tobacco were about 9 per cent smaller in 
volume in 1954 than 1938, while exporis by the 
industrial countries rose by 33 per cent." 


World trade in raw materials has also lagged in 
relation to total trade, as has trade in food; although 
in this case, as shown below, the discrepancy may be 
attributed to a decline in exports of industrial rather 
than of primary producing countries. By 1954 the 
volume of trade in raw materials was a little over 
one-third larger than in 1938, but much of this in- 
crease was accounted for by the large expansion in 
exports of crude petroleum. Trade in the major raw 
materials other than fuels was only about 19 per cent 
higher. In this period, the total volume of trade, aside 
from that of mainland China and eastern Europe, 
rose by about 45 per cent, and manufacturing output 
doubled. In other words, if fuels are excluded, the 
raw material import content of world manufacturing 
was apparently reduced by about 40 per cent between 
1938 and 1954, 


11 The inclusion of meat in the figures in table 19 would 
accentuate the decline in exports of primary producing coun- 
tries and the rise in exports of industrial countries. 
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Chart 10. World Food Production and Trade’ 
(Annual average, 1934-1938 = 100) 
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Source: Food and Agriculture Organization of the United 
Nations. 
@Excluding that of the centrally planned economies. 


Much, but not all, of this decline had occurred by 
1948 when, apart from fuels, the volume of trade in 
raw materials was still below the pre-war level. 
Between 1948 and 1954 exports of raw materials 
other than petroleum increased by about 30 per cent, 
while manufacturing output rose by about 40 per cent 
and the total volume of world trade by rather more. 
If exports of crude petroleum, which almost doubled 
from 1948 to 1954, are included, the volume of trade 
in raw materials roughly kept pace with the rise in 
manufacturing output during the post-war period. 


Two main reasons for the striking drop in the raw 
material import content of world manufacturing output 
since before the war have already been referred to. 
First, there was a great increase in the share of world” 
manufacturing output produced in the United States, 
where the ratio of imported raw materials to output 
is very low, and a decline in the share provided by 
western Europe, where the raw material import con- 
tent is much higher.!* Second, as shown in chapter 1, 
the raw material content of manufacturing has steadily 
tended to decline owing to a variety of factors, includ- 
ing economies in the use of raw materials as a result 
of technological progress, a greater amount of re- 
processing of already used materials, the substitution 


12 Excluding the centrally planned economies. 

18 Manufacturing output in the United States rose more than 
two and a half times from 1938 to 1954, while western 
European output increased little more than 50 per cent. 


of synthetic for natural materials and more elaborate 
fabrication of final output. 


Changes in the structure of production have pre- 
vented world trade in raw materials from rising as 
much as world manufacturing activity. For example, 
in industrial countries, the composition of manufactur- 
ing output has shifted from light industries, such as 
textiles, towards engineering industries with a much 
higher and more rapidly increasing degree of elabora- 
tion of final output. In western Europe, where the 
import content of the textile industry is relatively 
much larger than that of the engineering industries, 
this shift has undoubtedly tended to reduce the import 
content of output as a whole. In the United States the 
consequences of this shift for the relationship between 
imports and output are less clear: the effect of the 
higher degree of fabrication in engineering may have 
been wholly or partly offset by the increased im- 
portance of foreign sources of supply for petroleum, 
ores and metals, as shown in chapter 1. 


An examination of the relationship between raw 
material imports and manufacturing output in five 
of the industrial countries for which data are available 
—France, western Germany, the Netherlands, the 
United Kingdom and the United States—indicates 


Table 19. Export Quantum of Primary Products, 
Industrial* and Primary Producing” Countries 


(1948 =100) 
Item and group 1928 1938 1954 
All primary commodities: 
Industrial countries ....... 161 123 = «129 
Primary producing countries 92 99 125 
oe Ota a eens Sastre wen tes 111-106-126 
Food, oils and tobacco :° 
Industrial countries ............. 110 93 124 
Primary producing countries ..... 108 «114 «104 
WV Otale “ss cte aks epechioriatareutin ives ale 109 = 109 Ss: 109 
Raw materials: 
Industrial countries ............. 192 141 132 
Primary producing countries ..... 78 85 144 
LOtade aipajarwca ties ararerele ieee eee 114 103 140 
Fuels:4 
Industrial countries ......... 154 137 93 
Primary producing countries.. 32 42 201 
POCA Cy ice aie teiate vie icate 6 ea aece 81 81 156 
Other raw materials :° 
Industrial countries ......... 216 143 157 
Primary producing countries.. 94 101 124 
Total ocd dew. asda cea 127) «:112—s«133 


Se sc Rn RR URE Se ES REE 

Source: Statistical Office of the United Nations. Based on 
exports of twenty-eight principal commodities. 

“Canada, Japan, the United States and countries in the 
Organisation for European Economic Co-operation. 

» All other countries, except the centrally planned economies. 

¢Including maize, rice, sugar, wheat, cocoa, coffee, tea, 
butter, copra, ground-nuts, palm kernels, palm, coconut and 
olive oils, and tobacco. 

4 Coal and crude petroleum. 

¢ Including cotton, jute, wool, wood-pulp, lumber, rubber, 
bauxite, copper ore, iron ore, tin ore and zine ore. 
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that during the period 1938-1948, imports of raw 
materials lagged in relation to manufacturing in all 
these countries. From 1948 to 1954, however, as 
shown in table 20, the relationship was reversed in 
France, western Germany and the Netherlands—-im- 
ports of raw materials increasing relatively more 
than manufacturing; while in the United Kingdom 
imports roughly kept pace with manufacturing. In 
the United States, imports of crude materials alone 
scarcely increased from 1948 to 1954; but imports 
of crude materials and semi-manufactures together 
(including refined metals and other raw materials at 
comparable stages of processing) did rise more nearly 
in line with manufacturing.** 


More significant of the long-term trend than the 
movement in the ratio of raw material imports to 
output since 1948, when shortages were still prevalent, 
is the fact that in comparison with pre-war, the 1954 
indices for raw material imports show smaller in- 
creases than manufacturing in all cases. Inventory 
changes do not appear to be responsible for any part 
of this decline—on the whole it seems likely that 
allowance for such changes would tend to accentuate 
the relative decline.™® 


It was shown above that the rise in world trade 
in food from the average for 1934-1938 was due 
entirely to larger supplies forthcoming from industrial 
countries. The reverse was true of raw materials as 
indicated in chart 11; while industrial countries were 
exporting a smaller volume of raw materials in 1954 
than in 1938, exports of the primary producing 
countries were nearly 70 per cent higher, as indicated 
in table 19. 


The difficulty experienced by many industrial 
countries in expanding their coal output during the 


14 The failure of United States crude material imports to 
increase appreciably from 1948 to 1954 was due to sharp 
declines in imports of two commodities—raw wool and 
rubber—which accounted for nearly 30 per cent of total 
imports in this group in 1948. Imports of raw wool dropped by 
nearly 60 per cent, accompanying a 45 per cent decline in raw 
wool consumption; and imports of rubber were also lower, 
partly because the entire rise in rubber consumption since 1948 
was provided by synthetic output and partly because of the 
cessation of government stockpiling. Although the volume of 
imports of these two commodities remained low in 1955, 
relative to 1948, the total volume of imports of crude materials 
recovered to some extent with the end of the recession. 

15 Inventories in France, the Netherlands and the United 
Kingdom probably increased much less in 1938 than in 1954 
(if they increased at all); that is, if the rate of inventory 
accumulation had been the same in the two years, the lag in 
imports would have been larger than suggested by the table. 
In Germany, the rates of inventory accumulation in 1936 and 
1954 may not have been very different. In the case of the 
United States, comparison of 1937 with 1953 is preferable 
owing to recessions—of substantially different magnitude— 
in 1938 and 1954. However, private inventory accumulation in 
1937 was significantly larger than the combined total of private 
and governmental accumulation in 1953; United States indices 
for 1953 in footnote c to table 20 therefore overstate the 
divergence between raw material imports and manufacturing 
during the period under review. 
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Chart 11. Volume of World Exports of 
Primary Products 


(1950=100) 
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Source: Statistical Office of the United Nations. 


post-war period was one of the main reasons why 
total exports of raw materials from the industrial 
countries declined; and it was also the reason why 
a significantly smaller proportion of the raw material 
output of industrial countries entered into foreign 
trade than before the war. Conversely, the great ex- 
pansion in the primary producing countries’ output 
of petroleum, most of which enters into their export 
trade, was the principal reason for a rise in the 
proportion of their raw material output entering 
foreign trade and, since most of these exports went to 
industrial countries, for an increase in the share of 
output marketed in the latter. Thus, mainly owing 
to the change in the pattern of world trade in fuels, 
industrial countries became more dependent on 
primary producing countries and less dependent on 
one another for their raw material imports. 
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However, even if trade in fuels is excluded, it 
remains true that the primary producing countries 
more than maintained their share of world trade in 
raw materials. Exports by industrial countries of 
raw materials other than fuels increased only 10 per 
cent from 1938 to 1954, whereas exports of primary 
producing countries advanced 23 per cent. The pat- 
tern of trade in raw materials has therefore developed 
quite differently from trade in food. While the rise 
in the share of food output consumed in primary 
producing countries resulted, as has been seen, in 
both an absolute and a relative decline in their con- 
tribution to world exports, their consumption of raw 
materials has not grown so fast as to prevent their 
share of international trade in raw materials from 
increasing. 


It therefore appears that since 1938 world exports 
of primary products have failed to keep pace either 
with world trade as a whole, in real terms, or even 
with total world primary production. Moreover, world 
exports of raw materials have risen less than the 
output of goods into which these materials enter. To 
a considerable extent the reasons may be sought in 
the normal pattern of developments associated with a 
period of rising world income—especially the tendency 
for food consumption to rise more slowly than income 
and for technological progress to bring about a reduc- 
tion in the raw material content of manufactured 
goods. Of considerable importance, also, have been 
shifts in the structure of world production and con- 
sumption, particularly the development of greater 
self-sufficiency in the net food importing countries. 
Another such shift has been the rise in the share of 
world output accounted for by the United States, 
which typically imports a smaller fraction of its food 
and raw material requirements than other countries. 
It is true that there are some important raw materials 
in respect of which the United States has become more 
dependent upon imports than it was before the war. 
Even in this case, however, world exports of the raw 
materials in question have generally not kept pace 
with the output of the finished products because of 
various types of economies in utilization, relative 
increases in the value added in the manufacturing 
process or the substitution of synthetics or of other 
raw materials. The development of substitutes—syn- 
thetic or otherwise—has frequently had the effect 
(albeit unintended) of reducing the share of world 
exports of raw materials provided by primary pro- 
ducing countries. This has been true especially where 
such materials are derived from areas which were 
separated from the Allied Powers during the war. 
Generally, production of synthetics requires elaborate 
chemical facilities not available in under-developed 


Table 20. Indices of Manufacturing Production 
and Raw Material Imports, Selected Countries 


(1938=100) 
Country and item 1948 1954 

France: 

Manufacturing production ......... 108 148 

Imports of raw materials .......... 92 136 
Germany, western :* 

Manufacturing production ......... 58 176 

Imports of raw materials .......... 39 133 
Netherlands: 

Manufacturing production ......... Ill 176 

Imports of raw materials .......... 81 153 
United Kingdom: 

Manufacturing production ......... 119 158 

Imports of raw materials .......... 85 114 
United States :» 

Manufacturing production ......... 173 212¢ 

Imports: 5 

Crude materials and semi- 
manufactures ......-......005 123 142¢ 
Crude materials .............. 122 124¢ 


Source: Organisation for European Economic Co-operation, 
General Statistical Bulletin; western Germany: Statistisches 
Bundesamt, Wirtschaft und Statistik (Stuttgart); United 
Kingdom: Board of Trade Journal (London) ; United States: 
Department of Commerce, Trade of the United States, 1936- 
1949 and Total Export and Import Trade of the United States, 
January to December 1954 (Washington, D.C.). 


41936 = 100. 
b 1937 = 100. 


Corresponding data for 1953 as follows: Manufacturing 
production, 227; imports: crude materials and semi-manufac- 
tures, 154; crude materials, 130. 


countries; and many of the other substitute products 
employed, such as aluminium for non-ferrous metals 
or paper for jute, are likewise produced by the in- 
dustrial countries for their own use. 


The main—and almost the only—exception is 
petroleum; in petroleum, trade and production alike 
have risen very rapidly, and it is being substituted 
for other fuels which industrial countries had been 
largely able to provide for themselves. However, the 
gains among under-developed countries from the 
post-war upsurge in petroleum consumption are highly 
concentrated. in Venezuela and the Middle East. Over 
the past two decades most primary producing countries 
have witnessed a progressive and often rapid shrinking 
in the importance of their exports in relation to the 
output and income of the industrial world—partially 
offset, however, as shown below, by an improvement 
in the terms on which these exports could command 
manufactured goods in exchange. 
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The Growth of World Trade in Manufactures 


Trade in manufactures rose more rapidly after the 
war than trade in primary products. As early as 1948, 
total exports from the major industrial countries 
included in table 21 probably exceeded the 1938 
volume, in terms of post-war prices, by nearly 10 
per cent; by 1954, exports of manufactures were about 
half as large again as in 1948 and about 60 per cent 
above the 1938 level.*® 


The comparatively high level of exports in 1948 
was accounted for largely by increases of 150 per cent 
in exports from North America and of 45 per cent in 
United Kingdom trade. Western Germany and Japan 
were still unimportant sources of supply, accounting 
for only 2 per cent of the total shown in table 21 as 
against nearly one-third in 1938.17 Total exports of 
manufactures from western Europe and Japan were 
thus about one-quarter smaller than in 1938, despite 
the marked increase in United Kingdom exports and 
the smaller increases in the exports of the other 
countries included, except the Netherlands, whose 
trade was still more than one-quarter below the pre- 
war level. 


Between 1948 and 1954 North American exports 
of manufactures declined slightly and exports from 
western Europe and Japan almost doubled. More than 


16 The data contained in the tables in this section represent 
the best estimates that could be made of the volume of exports 
of manufactures in 1938, 1948 and 1954, by principal com- 
modity groups and areas of destination, from the countries 
listed. It should be emphasized, however, that the estimates are 
subject to substantial error owing to changes in national 
systems of classification of exports in several countries; to the 
lack, in most instances, of any adequate price series for re- 
valuing the 1938 and 1954 export data at 1948 prices; and to 
the necessity in all cases of applying the same group price 
jndices in revaluing exports to all destinations, whether indus- 
trial, primary producing or centrally planned economies, 
irrespective of differences in commodity group composition. 
While reliance can be placed upon the general orders of 
magnitude indicated in the tables, small movements or differ- 
ences suggested by the data cannot necessarily be regarded as 
significant. In a few cases, discrepancies with official national 
indices have emerged. The most important of these relates to 
the decline in the volume of exports of manufactures from the 
United States from 1948 to 1954, which was estimated as 9 
per cent, whereas the corresponding official United States 
indices (those for semi-manufactures and finished manufac- 
tures combined, less special category exports) imply a fall of 
2 per cent. Jt should be noted that petroleum products are not 
included in manufactures for the purposes of the estimates 
presented here, but they are included in the United States 
categories of semi-manufactures and finished manufactures. 
The data presented may somewhat understate the United 
States 1954 value of exports in 1948 prices owing to the use 
of wholesale price indices for the purpose of deflating; it 
is likely that premium prices were charged for exports in 
1948 and therefore that export prices rose less than domestic 
wholesale prices from 1948 to 1954, On the other hand, there 
is reason to believe that the increase in the United States 
export unit value index for finished manufactures from 1948 
to 1954, as officially calculated, may be underestimated. The 
reader’s attention is drawn once again to considerable differ- 
ences which may arise in the estimates, depending upon 
whether pre-war exports are revalued in post-war prices or 
vice versa. 


half the increase was accounted for by western 
Germany and Japan. Exports from the other western 
European countries in the Organisation for European 
Economic Co-operation increased by 50 per cent. The 
largest increases were achieved by France and the 
Netherlands (which more than doubled their exports), 
and Sweden (whose exports rose nearly 80 per cent) ; 
and the smallest by the United Kingdom, whose ex- 
ports rose only about one-quarter over this period, 


Table 21, Exports of Manufactures from Industrial 


Countries 
(Billions of 1948 dollars) 
Area 1938 1948 1954 
North America® ........... 3.3 8.25 1.6 
Western Europe” and Japan® 14.7 11.3 21.8 
Tora. 18.0 19.55 29.4 
Percentage change: 1938 to 1954 1938 to 1948 1948 to 1954 
North America® ......... 130 150 —8 
Western Europe? and 
Japan? oe. cece eee eee 48 —23 93 
TOTAL 63 9 50 


Source: United Nations Bureau of Economic Affairs and 
secretariat of the Economic Commission for Europe. 

a Excluding United States special category exports. 

b Belgium-Luxembourg, France, Germany, Italy, Netherlands, 
Sweden, Switzerland, United Kingdom. German data for 1938 
refer to pre-war area of Germany (1937 boundaries) and for 
1948 and 1954, to western Germany. 

¢ The countries covered account for well over 90 per cent 
ot the total exports of manufactures from western Europe and 

apan. 


Germany and Japan were still supplying a smaller 
proportion of exports of manufactures in 1954 than 
before the war, the former as a result of territorial 
changes and the latter because the commodity structure 
of its exports was not well adapted to the growing 
world demand for manufactures,'* as indicated below. 
The gap left by these two countries was filled mainly 
by the United States, whose share in the total exports 
of manufactures shown in table 21 rose from about 
one-sixth in 1938 to about one-fourth in 1954, and 
to a lesser extent by France and the United Kingdom. 
The United Kingdom, however, has been losing 
ground, especially to western Germany, since 1948; 
by 1954 its share was only slightly higher than before 
the war. The rapid advance in western Germany’s 


share in the world market for manufactures continued 
in 1955. 


17 Pre-war data for Germany cover exports from the whole 
pre-war area of Germany (1937 boundaries). 

18 Japanese exports to primary producing countries were 
below the pre-war level in 1954, and those of western Germany 
were little more than one-third larger than the exports of pre- 
war Germany, while the exports of other OEEC countries had 
risen by over. 70 per cent. Similarly, German and Japanese 
exports to industrial countries had risen by less than one-half, 
while those of the other OEEC countries had more than 
doubled. 
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Total trade in manufactures among the industrial 
countries has increased faster than their export of 
manufactures to the rest of the world, as indicated 
in the following percentage shares of the total value 
of exports of manufactures (at 1948 prices). 


Destination 


Primary Centrally 
Industrial producing planned 
countries countries economies 
North America: 
1038) caeab ec itneesb ees 59 38 7 
LOA! oii he cists Rata 2 Stas 4] 57 2 
O54: ita ee A Receree 51 49 - 
Western Europe: 
OBB: oe drg't naiensis ta teesetec 45 46 8 
OAS ie ied nina ba eines 40 57 3 
1904 ein d ares oration Sl 47 2 
Toran:? 
1938 .... 42 46 12 
1948 .... 40 57 2 
1954 .... 49 49 1 


4 Including Japan. 


The principal reason for the decline in the share of 
manufactures exported to the rest of the world was 
the severe drop in deliveries to the centrally planned 
economies. In addition, however, exports to primary 
producing countries did not increase as rapidly as 
those to industrial countries. Starting from a level 
in 1948 that was little or no higher than in 1938— 
largely because of greatly reduced output in western 
Germany—trade among the industrial countries in- 
creased by approximately 90 per cent, in real terms, 
by 1954, Compared with 1938, the main components of 
the growth of trade in manufactures among industrial 
countries were in Canadian trade with the United 
States and in the trade of western European countries 
with one another. 


The primary producing countries, on the other hand, 
absorbed a volume of manufactures approximately 
30 per cent larger in 1948 than in 1938, owing to 
their improved terms of trade and the drawing down 
of foreign exchange reserves accumulated during the 
war. There was a further increase of the order of 
30 per cent from 1948 to 1954, but it should be noted 
that exports to primary producing countries in 1954 
were below the peak reached in 1951/52 following the 
boom in commodity prices accompanying the Korean 
hostilities. 


North American and western European exports of 
manufactures to industrial and to primary producing 
countries have developed along different lines since 
1938, as indicated in the figures above. Before the 
war, North America sold a much larger proportion of 
its manufactured exports in industrial countries than 
in primary producing countries, while the proportions 
for western European exports were about the same. 
By 1954 primary producing countries had taken over 
the share of North American exports marketed before 


the war in the centrally planned economies, and had 
also replaced part of the pre-war share sold in in- 
dustrial countries. The corresponding fall in the share 
of the centrally planned economies in the exports of 
western Europe, on the other hand, was absorbed 
almost entirely by industrial countries. 


The reasons for these opposite movements in the 
pattern of trade may be briefly summarized as 
follows. The decline in the share of North American 
manufactures sold in industrial countries was due to 
restrictions on imports from the dollar area imposed 
by western European countries, and the adaptation of 
European industry's demands and supplies to the 
situation thus created. By 1954 the exports of Canada 
and the United States to each other were actually as 
large as their exports to all other industrial countries, 
whereas in 1938 the latter had been approximately 
twice as large as the former.® 

North American exports to primary producing 
countries expanded much more than those of western 
Europe and Japan for several reasons. During the 
war and the early post-war years, Latin American 
countries were compelled to seek in the United States 
substitutes for manufactures which they had previ- 
ously purchased in Europe. While western Europe has 
improved its competitive position in Latin America 
since 1948, it has never regained its pre-war share 
of the market. It is not only that new channels of 
trade with the United States have been firmly estab- 
lished and a taste for United States products acquired. 
Of great importance also, as shown below, has been 
the outflow of United States capital (and hence of 
machinery and equipment) for the development of 
Latin American natural resources. 


By contrast, economic growth in the primary pro- 
ducing countries which provide the most important 
markets for western Europe has not, with some excep- 
tions, been as great as in Latin America. For obvious 
reasons, many of these countries could not participate 
in the gains achieved by Latin America during the 
war. The countries which were cut off from the Allied 
Powers found at the end of the war that the latter 
had developed substitutes for their leading export 
products. Since the war many of the important trading 
countries in Asia which have traditional economic 
ties with Europe have not shared to the same extent 
as Latin America in the growth of demand in the 
industrial countries because they do not produce the 
particular foods and raw materials whose imporis 
by industrial countries have risen most. 


These developments in traditional European markets 
in Asia and Latin America, together with the relatively 
rapid expansion of the economy of idee Wie 
and of North America, provide the principal reasons 


19 Trade between Canada and the United States in 1938 was, 
however, seriously affected by the recession of that year. 
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Table 22, Changes in Distribution of Exports of Manufactures from Industrial 
Countries,” 1938 to 1954 


Volume of exports, 1954 (1938==100) 


Item Percentage Percentage Exports from Exports from 
share share Total United western Europe 
1938 1954 exports States and Japan 
Exports to primary producing 
countries: 

"Machinery and transport equipment 25 37 256 298 239 
Passenger cars ........ eee eae 2 4 272 153 427 
Chemicals ...........cc cree eeeee 8 12 275 619 223 

Toran 35 53 261 311 243 

Metals and manufactures ......... 15 16 185 253 174 
Textiles: oye cbs cveiee cna eas 36 19 94, 418 79 
Miscellaneous manufactures ...... 13 12 159 283 145 
All manufactures 100 100 175 311 152 

Exports to industrial countries: 

Machinery and transport equipment 22 32 273 249 286 
Passenger caTs ....-.....e. sees 2 A 403 158 606 
Chemicals ........:0eeceeeeecees 11 13 216 373 188 
Toran 35 49 262 262 263 

Metals and manufactures ........ 24 21 165 171 163 
Textalegses tiv Sede tata canes aieeale ceeate 22 15 135 338 125 
Miscellaneous manufactures ...... 19 15 153 129 157 
All manufactures 100 100 191 220 183 


Source: United Nations Bureau of Economic 
Affairs and secretariat of the Economic Com- 
mission for Europe. 

a All data in 1948 prices. 


why the share of the industrial countries in western 
Europe’s exports rose from 1938 to 1954. Similarly, 
exports of manufactures from such countries as 
western Germany, whose principal markets are to be 
found among the industrial countries, have tended 
to gain in recent years in relation to exports from 
the United Kingdom, which are concentrated upon 
oversea primary producing countries.”° 


The major change in the composition of exports of 
manufactures by industrial countries since 1938 has 
been a sharp decline in the share of textiles—continu- 
ing a trend which has persisted since the beginning of 
the twentieth century—and a great increase in the 
importance of exports of machinery and transport 
equipment, and chemicals, as shown in tables 22 and 
23. Before the war, textiles accounted for nearly 
30 per cent of the total exports of the industrial 
countries (valued in 1948 dollars), and in 1954 
for less than 18 per cent; while exports of machinery 
and transport equipment (including passenger cars) 
and chemicals rose from about 35 per cent in 1938 
to over half the total in 1954, Besides textiles, basic 
metals and metal products, and other manufactures, 
probably consisting largely of miscellaneous consumer 
goods, may have declined slightly in relative im- 
portance.** 


The smaller rise in world trade in textiles and other 
non-durable consumer goods than in capital equipment 
and chemicals corresponds to the lag in world con- 


> Beleium-Luxembourg, France, western Ger- 
many, Italy, Japan, Netherlands, Sweden, United 
Kingdom. The 1938 data for Germany include 
entire pre-war area (1937 boundaries). 


sumption in relation to world production brought 
about by much higher rates of capital formation and 
defence expenditure than had prevailed in 1938. 
However, the demand for durable consumer goods 
has risen with relatively greater rapidity, as income 
has increased, than the demand for non-durables, such 
as food and textiles, and this has been reflected in a 
much larger growth in exports of passenger cars 
than of other consumer goods. 


The shift in the pattern of import demand for manu- 
factures from textiles to capital goods and chemicals 
favoured the development of German and United States 
trade rather than that of the other industria] countries, 
and forced a drastic change in the structure of exports 
of the latter group to something more closely re- 
sembling the composition of the exports of Germany 
and the United States. Even before the war, metals, 
machinery and transport equipment, and chemicals, 
had accounted for about four-fifths of United States 
exports of manufactures, and for nearly three-quarters 
of German exports; textiles accounted for only 7 per 
cent of United States exports of manufactures and 
for less than 15 per cent of German exports. In con- 


20 The high rate of western Germany’s export gains in re- 
cent years may also be attributed in part to that country’s 
relatively late recovery. 

21 The relative decline shown in basic metals and metal 
products may, however, be spurious owing to particular diffi- 
culty in achieving a satisfactory revaluation of this group at 
1948 prices. 
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trast, textiles accounted for about one-third of the 
manufactured exports of other western European 
countries. By 1954 textiles had fallen to one-fifth of 
the exports of the latter group and metals, engineering 
products and chemicals had risen, to account for 
almost two-thirds of the volume of their manufactured 
exports. 


The change in the structure.of United States exports 
was relatively small. Capital goods and chemicals did, 
it is true, increase still further in importance, but this 
was offset by a relative decline in metals, so that the 
aggregate share of all these products in total United 
States exports of manufactures remained unchanged. 
However, one of the remarkable features of the rise 
in United States trade in manufactures has been its 
advance in the world market for textile manufactures. 
This is, at first sight, all the more surprising in that 
the United States gained most in precisely those 
markets which, on the whole, contracted, namely in 
primary producing countries. However, this gain was 
associated with the general growth of United States 
exports to primary producing countries, especially in 
the Western Hemisphere, where the dollar countries, 
which are oriented towards North American standards 
and. tastes, still provide an expanding market for 
textiles. An additional factor was United States leader- 
ship in design and in the exploitation of synthetics. 
Together with France and other continental European 
countries, the United States appears not only to have 
acquired part of the former Japanese market, but 
also to have reduced the share of the United Kingdom 
in world markets. 
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In the expanding market for passenger cars, on 
the other hand, the United States has steadily lost 
ground, its share falling from one-half of total exports 
of passenger cars in 1938 to one-quarter in 1954. 
Exchange restrictions were undoubtedly an important 
factor in this development, but there was also an 
element of preference for smaller and less expensive 
cars that was encouraged by more widespread car 
ownership and high gasoline taxes in many parts 
of the world. Western Germany and the United King- 
dom emerged as the chief beneficiaries from this 
change, each accounting in 1954 for a higher propor- 
tion of world exports of passenger cars than the 
United States. 


Other relative declines in United States exports 
appeared in metals and metal products, of which 
the United States became a net importer after the 
war, as noted previously. The share of miscellaneous 
consumer goods in United States manufactured ex- 
ports also declined, and in 1954 they formed a much 
smaller part of United States exports than of those 
of the other industrial countries. 


The structure of exports of all the countries which 
had been important suppliers of textiles before the 
war has undergone profound changes. The relative 
importance of textiles remains greatest in Japan: 45 
per cent of that country’s manufactured exports in 
1954 consisted of textiles, compared with nearly 
two-thirds in 1938. In large measure this was due to 
Japan’s ability to gain an increasing share of the 
textile market at the expense of its higher priced 
competitors. It is also possible, however, that Japan 


Table 23. Changes in Distribution of Exports of Manufactures from Industrial Countries,” 1938 to 1948 
and 1948 to 1954 


(Percentage changes) 


Item 


1938 to 1948 


1948 to 1954 


United States Western Europe» and Japan 


1938 to 1948 1948 to 1954 1938 to 1948 1948 to 1954 


Exports to primary producing countries: 


Machinery and transport equipment......... 93 
Passenger Cars 2... 00. cece eee ee eee neces 108 
Chemicals ........cceuccceenescesvesveces 37 
ToTAL 82 

Metals and metal manufactures............. 56 
TLOxtilsS? 5.22 watttewsltatos aietestione seta rewean —19 
Miscellaneous manufactures ............... 16 
All manufactures 33 

Exports to industrial countries: 

Machinery and transport equipment......... 61 
Passenger Cars ..... ee ee cece ccc cece eens 53 
Chemicals: 2.06 a scesige Rawk ass see Se Meee oe —9 
TorTaL 38 

Metals and metal manufactures............. —10 
MP OKPIES 6g 2 os ahisicna coset sland oateneher meow Seabee once 5 —23 
Miscellaneous manufactures ............... —28 
All manufactures 1 


Source: United Nations Bureau of Economic Affairs and 
secretariat of the Economic Commission for Europe. 
4 Data in 1948 prices. 


33 247 —14 32 82 
31 107 —26 110 103 
100 418 19 —20 178 
44 245 —10 22 100 
19 326 —40 ll 57 
15 439 22 —40 31 
37 263 —22 —12 65 
32 279 —18 —10 68 
70 155 —2 12 156 
164 - 58 96 209 
136 178 34 —42 226 
89 145 7 —5 177 
82 38 24 —23 113 
75 129 48 —3l 80 
113 31 —2 —40 162 
89 97 12 —23 137 


b Belgium-Luxembourg, France, western Germany, Italy, 
Netherlands, Sweden, United Kingdom. The 1938 data for 
Germany include entire pre-war area (1937 boundaries). 
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has had greater difficulty than the western European 
countries in diversifying the pattern of its exports. 
In the United Kingdom the share of textiles in exports 
of manufactures dropped from 39 per cent before the 
war to 18 per cent in 1954—little more than the corre- 
sponding proportion for pre-war Germany. Sharp de- 
clines have also occurred in France and Italy. In all 
cases the gap left by textiles has been filled wholly or 
mainly by heavy industry products. 


The change in the pattern of import demand noted 
above was much more pronounced in trade with the 
primary producing countries than in trade between 
industrial countries. Before the war, textiles accounted 
for well over one-third of the exports of manufactures 
to primary producing countries, a much larger share 
than in trade between industrial countries, and a pro- 
portion which actually exceeded that of all engineering 
products and chemicals combined. Exports of textiles 
by industrial to primary producing countries declined 
more than 6 per cent from 1938 to 1954—the only 
major sector of trade in manufactures to fall, other 
than trade with the centrally planned economies— 
while trade in textiles among the industrial countries 
rose by about 35 per cent. It should be borne in mind, 
however, that cotton textile exports of India are not 
included in this estimate: if they are included, the 
absolute decline in textile exports to primary produc- 


proportion to trade in manufactures as a whole are 
well known. The most important is the fact that under- 
developed countries have been able, from the very 
earliest stages of their economic development, to 
promote factory production of textiles. Combined 
with this is the use of tariffs and of import and ex- 
change controls, both to provide adequate protection 
for growing textile industries and to conserve limited 
foreign exchange resources for purchases of capital 
equipment in connexion with development pro- 
grammes. 


As a result of the sharp relative decline in exports 
of textiles to primary producing countries, and of 
the rise in their rate of capital formation, the pattern 
of imports of manufactures by these countries has 
come to resemble the corresponding imports of in- 
dustrial countries much more closely than was the 
case before the war. The following figures, showing 
exports to primary producing countries as percentages 
of exports to industrial countries, indicate not only 
that the shares of total exports of manufactures going 
to industrial and primary producing countries in 1954 
were nearly equal, but that in every one of the six 
commodity groups listed, the disparity in the volume 
sold in these two broad markets was reduced from 
1938 to 1954. 


ing countries almost disappears. Even including Indian . —_ —_ 
shipments, however, the share of textiles in the total ae eee t econ eccecerereserens a e 
: : . . ASSENGEL CATS»... ssc cece eee eee ee 
imports of manufactures by primary producing coun Machinery and transport equipment". 131 123 
tries probably fell to one-fifth—not very much more Wiiccellansous saasntuciates ce 8s 81 8A 
than the corresponding proportion for industrial Chemicals ...........ccceeeeeees 78 99 
countries. Metals and manufactures .......... 70 79 
The factors responsible for the failure of textile fonabe tS its 
exports to primary producing countries to increase in a Excluding passenger cars. 
Table 24. Terms of Trade, Industrial and Primary Producing Countries 
(1948=100) 
Category and item 1938 1951 1954 
Total terms of trade of industrial countries :* 
Export unit values ......... 0. 0c. c cece cece eens 44 97 92 
Import unit values ......... 60. cece ene eee 4} 110 97 
Perms OF adel. cies sie 0:5 Fah hire erin mien terse Oauere aoe 108 89 94 
Terms of trade of primary producing countries* 
with industrial countries: 
Export unit values .........6 0... ccc c eee eee ee ene eee 33 123 106 
Import unit values from industrial countriest ............ 43 98 93 
Terms of trade with industrial countries® ............... 78 125 114 
Purchasing power of exports to industrial countries®...... 81 145 141 


Source: United Nations Bureau of Economic 
Affairs. 

4Countries in the Organisation for European 
Economic Co-operation, Canada, Japan and the 
United States. 

b Export unit value index divided by import 
unit value index. 

¢ Rest of world, excluding mainland China and 
eastern Europe. 


4 Computed on the basis of OEEC unit value 
index of exports to countries outside western 
Europe and of United States and Japanese ex- 
Port unit value indices, weighted by current 
value of exports to primary producing countries. 

Index of value of exports of primary produc- 
ing countries, divided by unit value index of 
imports from industrial countries. 
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The Improvement in Terms of Trade of Primary Producers 


In the course of the post-war period, the terms of 
trade moved against the industrial countries and in 
favour of primary producing countries as a result of 
a rise in prices of crude foodstuffs and raw materials 
in relation to those of manufactures. A similar relative 
increase in the prices of primary products and a 
corresponding shift of the terms of trade against in- 
dustrial countries and in favour of primary producing 
countries had occurred between the immediate pre- 
war period and the early post-war years. 


According to the data in table 24, the deterioration 
in the terms of trade of industrial countries as a 
whole from 1948 to 1954 was of the order of 6 per 
cent, compared to a 7 per cent deterioration during 
the preceding decade. Export unit values dropped 
8 per cent, in terms of dollars, during the post-war 
years while import unit values declined much less. 
From 1948 to 1951, at the height of the Korean boom, 
the deterioration was 11 per cent, but this was followed 
by a greater falling back in import than in export 
prices after the end of the boom as a result of which 
the terms of trade of the industrial countries partly 
recovered by 1954. 


Although it is not possible to make a similar esti- 
mate for primary producing countries as a group, their 
terms of trade would seem to have improved by about 
30 per cent between 1938 and 1954, to judge from 
the changes in the average unit value of their exports 
as compared to the average unit value of exports to 
them. The improvement in their terms of trade with 
industrial countries (similarly estimated) was con- 
siderably larger, as table 24 shows, but this improve- 
ment was not, of course, paralleled in trade among the 
primary producing countries themselves. 


In table 25, countries are grouped according to 
whether their terms of trade were better or worse in 
1954 than in 1948, It will be seen that, apart from the 
United States, all the countries reporting a deteriora- 
tion in terms of trade from 1948 to 1954 were western 
European, except for Cuba, Egypt, Pakistan and the 
Philippines. On the other hand, most of the countries 
enjoying better terms of trade in 1954 than in 1948 
were primary producers, though two of the countries 
—Japan and Switzerland—belong to the industrial 


group. 


The number of countries for which a comparison 
can be made between the post-war period and the 
immediate pre-war years is extremely limited, and 
some of the changes shown in table 25 inevitably 
reflect major shifts in the structure of imports or 
exports, or both. On the whole, the primary producing 
countries again show improvements in terms of trade 
from 1938 to 1954, and the major industrial countries, 
deteriorations. 
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Table 25. Terms of Trade, by Country 
(1948 = 100) 
Category and country 1938 1954 
Countries with improving terms of trade 
from 1948 to 1954: 
Australia® 2.2... ewdaiei tae es vas 95 117 
Brazil cidade tin ceadrreaesie eee le ee 248 
Gatiada®:'<6:c3-doa dew aig ae eee 102 105 
Ceylon: wcrc he ia wegiievaen esas 139 155 
Chile: ico. sidaeaseaeeee eters dab 90 149° 
Colombia 1.0.0... 0c ccc e eee 61 184 
Costa Rica ........ccccesceeeees ute 174 
Dominican Republic ............ 47 112 
Heviad or? sess saneiins eSewr ried Bes 169 
El Salvador ....... 0.00. e eee eee 60 260 
Ethiopia® «0... ccc cea ceuetenees eek 245 
Gold Coast ...... 0... cece eee ne 176 
Guatemala ....... 0.00 cece cece og 210 
Veda? sc Sie. ioe getd Pleas Sands VATS iss 101 
Treland: ecient ds gadie edleie teens 95 102 
Japan?) tics ceiig egies cae eee: 104 126 
Malaya? -iisccienicnbeees conv 119 129 
New Zealand .........-e cee euee 105 125 
Nicaragua ...... cece cece cence ee 196 
Nigeria” sacaerrtes sanaunineviace ts ane 139 
Stidan wits ioscan Greases aaenle Sa 70 107 
Switzerland .......... cece eee 98 113 
Turkey, :.iess-wai ecard 4a ete Oe 115 116 
Venezuela .... ce cece eee e eens 84 124 
Countries with deteriorating terms of trade 
from 1948 to 1954: 

AUStria 3:64 5 dace dtiers ee anh Bes 122! 92 
Belgium-Luxembourg> .......... 93 87 
Guba. ieiiavens ie enad edit «nase 113s 98° 
Denmark ......... cece eee eee ies 94 
gy pt satis Eee Re 70 90 
Finland 0.0 succt sabe de sities 82 98 
Prancé: | ciiactunek ica ha es weg 84 
Germany, western ..........555. 115 99 
Ti aby 2. ie nauobvadiate Weetatanedareiyes 88 99 
Netherlands” ............0.00 ees 104 89 
Norway? ........ cece eee 100 97 
Pakistan® 1... ....cceee eee eeeeee shies 84 
Philippines ..........000-- eee 758 82 
Spain ...c cece ccc e eee ete eeaes ard 97 
Sweden ........cc cee eee eeees 93 94 
United Kingdom .............0.. 117 96 
United States 2.0... ccc eee eee 117 83 


Source: Statistical Office of the United Nations; Interna- 
tional Monetary Fund, International Financial Statistics 
(Washington, D.C.); Organisation for European Economic 
Co-operation, Foreign Trade Statistical Bulletin, series I 
(Paris). Values in national currencies except for Brazil, the 
index for which is in terms of United States dollars. For Japan 
the 1934-1936 average — 100. For western Germany the 
second half of 1949 — 100. 

@ Annual figures represent twelve months ending 30 June of 
year stated. 

b Indices not fully comparable. ¢ 1953. 

4 Annual figures represent twelve months ending 10 Septem- 
ber of year stated. Data for Eritrea included in 1954. 

e Annual figures represent twelve months beginning 1 April 
of year stated. Excluding land trade. t 1937. 

& Annual average, 1935-1938. 

h Annual figures represent twelve months beginning 1 April 
of year stated, 
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The divergent experience of the various countries 
set forth in table 25 was due primarily to differences 
in the commodity composition of their exports and 
imports. In table 26, changes in United Kingdom and 
United States average export prices for manufactures 
are compared with movements in the average prices 
of world exports of primary products. Several points 
have to be borne in mind concerning the relevance 
of such a comparison for the interpretation of the 
data contained in table 25. In the first place, no 
country is exclusively an exporter of manufactures and 
an importer of primary products; while there are 
some countries which export nothing but primary 
products, there are few whose imports consist ex- 
clusively of manufactures. Moreover, world exports 
of primary products obviously include exports of 
industrial countries, and not merely those of countries 
referred to here as primary producers; to that extent 
the unit value indices for primary products shown in 
table 26 may not in all cases be typical of those appli- 
cable to the latter group of countries. Finally, the com- 
position of world exports of primary products does 
not necessarily correspond to the import composition 
of any single industrial country or even (to the extent 
that food or raw materials are traded among the 
primary producing countries) of all industrial coun- 
tries taken together. By the same token the average 
prices of manufactured exports from the United 
Kingdom and the United States can do no more than 
indicate the orders of magnitude of changes in the 
import prices for these goods of primary producing 
countries, 


The table shows that the unit values of primary 
products rose about 6 per cent more than the unit 
values of manufactures exported by the United States 
from 1948 to 1954 and very much more in relation to 
the export unit values of the United Kingdom, where 
the effect of the devaluation of 1949 is seen in the 
11 per cent average price decline during this period. 
As already indicated, this does not imply that the 
purchasing power of manufactures exported from the 
United Kingdom over the types of food and raw 
materials actually imported by that country dropped 
to the extent suggested by a first glance at table 26. 
In fact, the prices of United Kingdom manufactures 
were only 4 to 5 per cent lower in terms of imported 
food and raw materials in 1954 than in 1948. The 
purchasing power of United States exports of manu- 
factures over imported raw materials declined about 
6 per cent between these two years, but in relation to 
imported food the drop exceeded 30 per cent.” 


Table 26 indicates fairly clearly why considerable 
differences may be expected in the gains of primary 
producers from terms of trade changes during the 
post-war period. By far the greatest price gains were 
those obtained by exporters of coffee, the unit price 
of which almost trebled from 1948 to 1954. Table 25 
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shows that some of the greatest improvements in terms 
of trade were those recorded by the coffee exporting 
countries, Brazil, Colombia, Costa Rica, Ecuador, 
E] Salvador, Ethiopia, Guatemala and Nicaragua. Sub- 
stantial price increases were also recorded for cocoa 
and tea — likewise reflected in the terms of trade of 
Ceylon, Ecuador, the Gold Coast and Nigeria.” Sugar 
prices changed little, and consequently fell in relation 
to ‘manufactures, thus accounting, at least in part, 
for the grouping of Cuba and the Philippines in 
table 25 with the countries whose terms of trade 
moved adversely from 1948 to 1954.24 Exporters of 
cereals lost ground, not only in relation to primary 
producers as a whole, but also absolutely. However, 
for some of the countries which are significant ex- 
porters of wheat—such as Australia and New Zealand 
—the sharp rise in wool prices from 1948 to 1954 
sufficed to cause a favourable turn in the terms of 
trade. Major price reductions were also encountered 
by exporters of certain other agricultural products, 
such as oils and oil-seeds, cotton and, especially, jute— 
the drop in the latter being responsible for the de- 
terioration in the terms of trade of Pakistan. Although 
the rise in the export price of rubber was not nearly 
as large as for some other commodities in terms of 
dollars, this, together with an even more moderate 
increase in tin and a fall in import prices from the 
United Kingdom, sufficed to bring about a considerable 
improvement in the terms of trade of Malaya. 


Despite the relative stability suggested by the over- 
all unit value index for minerals, experience ranged 
from 40 to 50 per cent price increases in the cases of 
iron ore and copper, to a substantial drop in zinc, a 
slight decline in coal and no change in petroleum, 
on the average. Exporters of minerals are not well 
represented in table 25. In addition to Malaya, whose 
improvement in terms of trade has already been noted, 
Chile benefited from the relatively large price in- 
crease in copper. Although, on the average, the terms 
of trade of petroleum exporters probably did not im- 


22 While there was a 17 per cent rise from 1948 to 1954 in 
the average unit value of world exports of the commodities 
included in the food, oils and tobacco index in table 26, other 
food prices declined substantially, on the average, during this 
period. Since the foodstuffs included in the index account for 
less than one-half of United Kingdom food imports, it was 
possible for the unit value of these imports to drop 7 per cent 
in terms of dollars from 1948 to 1954. In particular, the steep 
price increases recorded from 1948 to 1954 for cocoa, coffee 
and tea have a much larger weight in the world index than 
in the import index for the United Kingdom. The much larger 
rise in United States import prices for food than in the world 
export unit value index, on the other hand, is due to the fact 
that the weight of coffee in United States food imports is even 
greater than in the world index. 

28 Price declines in 1955 somewhat reduced the relative 
gains of exporters of the beverage crops. 

24 Although the Dominican Republic’s leading export is also 
sugar, there was a fall in the share of sugar in that country’s 
exports from 1948 to 1954 and a rise in the share of cocoa 
and coffee. This shift in composition accounts for the improve- 
ment shown in the Dominican Republic’s terms of trade. 


Chapter 2. International trade and payments 


65 


Table 26. Indices of Unit Values of Exports of Manufactures and Primary Products 
(1950=100) 


Item 


Manufactures: 
Export unit value indices: 


United. States sci. 005 cesta ee b awe ads wt 


Primary products: 
World export unit value indices: 


Total, primary commodities .............. 


Food, oils and tobacco ..............4. 
Céreals: 3.6 nce5 ioe te ide fa cites 


Oils and oil-seeds ............0.00005 
Ground-nuts ..........cee cece eee 
Palm kernels ........... 00000 ceee 
GOpra ss sce ditt be aussd aoe st psecele hee ts 
Palin:oil osics cicassweveteete see eves 
Coconut oi] 2... ... cece eee ee ee 
O]ive 0 so sie dsc 8 bajaj woe wre ow ates 


RODACCOM iire.c8s ake tacedeand ho etaie Rbialea ed Beeld 


Raw materials ............ cee eee 
Agricultural ...............00 eee eee 


Wood-pulp .......... cc cece cece 
Dumber «ic eve vei eaaleds owe eed ee eee 
Rubber ......... cece cece eee ees 
Mineral jibe teen oe tiwed oe ceed bales 
Coal: hike teinecsitas was todd cone tees 
Crude petroleum .............0005 
Tron Or. eo n.c are 80d ealvnineacasec wees 
AANCOLES Ss tre cialeie Hela intsan ce Saude ass 
Bauxite: 6 ois oe.s sewn sae eeaeas 
PIN OLE: % isis Owieiod soe hee at. $6 aca 


1928 "1938 1948 1954 
shel saress 125 56 108 lil 
Wp eso setae 132 67 134 119 
bs etan oSarny 87 34 100 109 
acct 92 32 104 121 
aiaaetoe 100 36 140 101 
wieiaiclece Sa 107 42 136 95 
sapere or 79 27 138 118 
sale eaears 105 40 164 107 
ect a) ote 91 28 82 138 
Reavadee’ 96 39 98 100 
aiealecenmars 74 16 53 149 
asi ui erans 106 54 118 138 
saghaaewtars 71 15 126 189 
Wate oisks 157 60 133 117 
bile e grat 86 24 126 98 
steebaeials ote 83 25 136 139 
as sis one 108 29 111 115 
pes Sasa ge 75 17 119 83 
ecspactie cet 106 22 138 89 
shee’ aoiibieue 89 20 121 89 
ae reed 94 42 138 86 
die ese ecb 75 46 107 110 
Male Weare 83 36 96 102 
daraceiauecats 86 31 88 96 
<ageatens 81 32 61 101 
Sse lnaghiecs 93 24 100 89 
SS Arareets 89 28 134 77 
ial etwas 80 4A 14] 124 
saber Siatns 69 37 116 121 
see aes Sie 115 40 62 69 
seaeued 75 48 109 112 
shad ke fore 69 43 117 113 
Gferentiete’s 85 ol 108 108 
eee eee 98 70 106 158 
tye fe Besece 74 56 86 70 
Ssiewoeles 188 75 124 118 
teins anes 66 36 99 105 
Jadiainaes 104 49 103 147 


Source: Statistical Office of the United Nations. 


aTn terms of “new” dollars, that is dollars of the gold content fixed on 31 January 1934: $35 per 


fine ounce. 
> Preliminary figures. 


prove from 1948 to 1954, Venezuela is an exception 
in so far as its export unit values for petroleum rose 
between these two years, owing to a change in the 
composition of its petroleum exports. 


The terms of trade of primary producers in 1954 
were even more favourable if the pre-war year 1938 is 
taken as a standard for comparison. Of the twenty- 
eight commodity groups represented in the primary 
commodity index only four—butter, rubber, bauxite 
and zinc ore—failed to double in price, thereby falling 
behind the greater of the two increases in export prices 
shown for manufactures in table 26. Threefold in- 


creases in prices, or more, were registered by twelve 
commodity groups, oils and oil-seeds averaging a four- 
fold rise while the advances in cocoa and coffee were 
more than twelvefold and ninefold, respectively. More- 
over, several of the commodities showing price de- 
clines from 1948 to 1954, such as cereals, textile fibres 
other than wool, and oils and oil-seeds, increased in 
price substantially more than manufactures from 1938 
to 1954. In these cases, prices recorded in the early 
post-war years generally reflected exceptional scarcity, 
and subsequent price declines accompanied the restora- 
tion of a more normal supply situation. 
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The relatively large improvement in the terms of 
trade of primary producers over the past two decades 
cannot be fully evaluated without placing the pre-war 
base year 1938 in perspective. The nineteen thirties 
were characterized by larger declines in the prices of 
primary products than of manufactures. This is 
clearly revealed in table 26, although the relative 
decline in the prices of primary products was even 
greater than indicated in that table at the low point 
of the depression. Even after allowance for this fact, 
however, the terms of trade were substantially more 
favourable to primary producers in 1954 than in 1928, 
as shown in chart 12. 


However, the characteristic instability of the exports 
of primary producing countries did not diminish with 
the favourable price trends and general economic 
expansion of the post-war period. A study undertaken 
by the United Nations®® shows that the year-to-year 
fluctuations in primary prices were relatively greater 
during the period 1946-1950 than during the pre- 
war years 1920-1939. The addition of the subsequent 
two or three post-war years to the data studied would 
undoubtedly increase the average amplitude of price 
fluctuation recorded, owing to exceptional price move- 
ments accompanying the Korean conflict. More re- 
cently, the prices of primary products have been some- 
what more stable, on the average. This has probably 
been due to the absence of changes in inventory policy, 
either on private or government account, as severe as 
those which affected earlier years, and to the counter- 
acting of the decline in United States demand in 1954 
by a rise in demand in western Europe. It should be 
noted, however, that recent stability is in part a 
statistical phenomenon, being the outcome of declines 
in farm prices offset by increases in the prices of 
other products, notably minerals. The year 1955—a 


25 Instability in Export Markets of Under-Developed Coun- 
tries (sales number: 1952.I1.A.1). 


year of rapid recovery in North America and of 
continued expansion in western Europe—has witnessed 
a wide dispersion of commodity price movements 
ranging from a 50 per cent increase in the price of 
Chilean copper to a decline of 30 per cent in the price 
of cacao from British West Africa. 


Chart 12. Export Unit Values of Manufactures 
and Primary Products 


(1950=100) 4 


Index 


1928 1938 1948 1954 


A United States unit value index for manufactures 


--—— B World export unit value index for primary products 


Sete oie’ C Terms of trade: ratio of B to A 


Source: Statistica] Office of the United Nations. 


aIn terms of “new” dollars, that is, dollars of the gold con- 
tent fixed on 31 January 1934: $35 per fine ounce. 


Changes in the Regional Pattern of Trade 


CHANGES FROM 1938 To 1954 


Mention was made earlier of the failure of world 
trade to grow in proportion to the gain in world output 
during this period. It was ascribed, in part, to the fact 
that the greatest increases in production occurred in 
areas in which foreign trade was lowest in proportion 
to output. Naturally, internal trade within political 
units as large as Canada, China, the Soviet Union 
and the United States corresponds in great degree 
to foreign trade in areas of smaller political units, 
such as western Europe, the Middle East or Latin 
America. Mainly as a result of this, the ratio of trade 
to output is much lower in North America and the 
centrally planned economies than in the other in- 
dustrial and primary producing countries (if each of 


these groups of countries is considered as a whole). 
Before the war North America and the other industrial 
countries each accounted for somewhat more than 
one-quarter of the total world output of commodities, 
and the centrally planned economies and the primary 
producing countries each accounted for rather less. 
On the other hand, the industrial countries of western 
Europe and Japan accounted for nearly half of world 
trade in 1938, and the primary producing countries 
for about 30 per cent.?* As a result, the ratio of trade 


26 Western Europe and Japan accounted for one-half of 
world imports and about 45 per cent of world exports, and 
the primary producing countries for about 30 per cent of both 
imports and exports, in current prices. 
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to output in North America and the centrally planned 
economies was little more than one-quarter as great 
as in the rest of the world in 1938. 


It is therefore not surprising that gains in trade 
lageed behind the increase in output. The volume of 
trade in the world outside the centrally planned econo- 
mies would have risen only about three-quarters as 
fast as production, even if the rise in exports and 
imports of North America, the other industrial 
countries and the primary producing countries had 
corresponded with increases in the volume of goods 
produced in each of those areas between 1938 and 
1954. In fact, the volume of this trade rose about 
60 per cent as fast as output. By 1954 it was less than 
10 per cent below the level which could have been 
expected if trade had expanded in line with output 
in each area. 


The drop in the ratio of trade to output, over and 
above that which could be expected to arise from the 
more rapid growth of production in North America 
than elsewhere, was largely due to a decline in the 
level of imports in relation to output in western Europe 
and Japan and in exports in relation to output in the 
primary producing countries. The major element in 
each decline was the failure of exports from the 
primary producing countries to western Europe and 
Japan to expand very much above the 1938 level, 
despite the increase in production in both areas; in 
terms of post-war prices this was the largest channel 
of trade shown in table 27, accounting for nearly 
one-quarter of the value of world trade in 1938. 


Of the fifteen segments of world trade shown in 
table 27, two increased threefold, or nearly so, from 
1938 to 1954, four rose by more than one-half, four 


increased relatively little and five declined. As was 
to be expected, the largest increases occurred in North 
American trade.?? Trade between Canada and the 
United States rose more than threefold; and trade 
between North America and the primary producing 
countries more than doubled, with North American 
exports increasing much more than imports. These 
three rapidly expanding sectors accounted for only 
about one-eighth of world trade in 1938, but for 
more than one-half of the total rise in the volume 
of world trade from 1938 to 1954, The exports of the 
other industrial countries to North America, to one 
another, and to primary producing countries each rose 
by over one-half; these three moderately expanding 
sectors together accounted for nearly one-third of 
1938 trade, but the growth in these sectors was only 
about one-quarter larger in absolute amount than 
in the first three sectors considered above.*® Three 
further sectors comprise the exports of North America 
and the primary producers to western Europe and 
Japan, and the trade of primary producing countries 
with one another, together accounting for about 
two-fifths of world trade in 1938: in these sectors 
the post-war expansion was relatively limited. The 
remaining six sectors for which data are available 
consist of the various components of trade with the 
centrally planned economies, all of which declined 
drastically except for imports from primary producers. 


The main changes in trade may therefore be 
summed up as follows: exports from industrial coun- 
tries in 1954 were some 60 per cent larger than in 


27 Available information suggests an extremely large per- 
centage increase in trade among the centrally planned econ- 
omies in relation to the very low Jevel of their trade with one 
another before the war (see chapter 3). 

28 Valued in 1950 prices. 


Table 27. Changes in Volume of Exports’ at 1950 Prices 
(Percentages ) 


Exporting area 


Share of 1938 world trade (in 1950 prices) : 


Importing area 


Western Primary Centrally 
North Europe producing planned World 
America and Japan countries economies total 


World total 13 52 27 8 100 
North America ......... cece eee teen eee nes 3 7 4 1 15 
Western Europe and Japan” ................. 3 16 12 6 38 
Primary producing countries ...............5- 6 23 9 1 40 
Centrally planned economies” ................ 1 6 2 8 

Percentage change from 1938 to 1954: 

World total 90 20 60 Nn and 
North America .......... 00 e cece een e ee eee 210 20 180 ¢ 90 
Western Europe and Japan ...............4. 60 60 80 —80 40 
Primary producing countries .................- 70 10 10 20 20 
Centrally planned economies” ................ S —70 50 


Source: United Nations Bureau of Economic 
Affairs. Percentage changes rounded to the near- 
est 10 per cent. 

aExcluding trade among centrally planned 
economies, which was very small in 1938. 


b Pre-war Germany and post-war western Ger- 
many included in western Europe; post-war 
eastern Germany included in centrally planned 
economies. 

¢ Trade was very small in 1954. 
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1938, but exports from primary producing countries 
increased much less, while exports from the centrally 
planned economies to the rest of the world dropped 
by considerably more than one-half. The contrast 
between industrial and primary producing countries 
is, of course, fully in line with the previous discussion 
of relative changes in exports of industrial manufac- 


tures, and of primary products, both food and non- 
food. 


Trade in the main channels for the export of 
manufactures (other than to the centrally planned 
economies) namely, the trade of industrial areas with 
one another, and exports to primary producing coun- 
tries, increased considerably. On the other hand, trade 
in the main channels for the export of primary 
products, namely, the exports of primary producing 
countries to western Europe and Japan, and to each 
other, failed to rise. Developments in only two chan- 
nels of trade constitute exceptions to this pattern— 
namely, North American exports to the other in- 
dustrial countries, which failed to expand greatly, 
and exports of primary producing countries to North 
America, which rose 70 per cent. The former develop- 
ment had its origins in the imposition of import re- 
strictions resulting from the dollar shortage in western 
Europe. It is difficult to judge how far the structure 
of production in western Europe has, under the 
influence of these restrictions—as well as of other 
factors, such as the decline in cotton textile production 
—hbecome adjusted to something like the present 
level of imports from North America: recent experi- 
ence with the liberalization of dollar import controls 
does not yet permit firm conclusions on this point. 
The increase in exports of primary producing countries 
to North America was due to the relatively rapid 
growth in North American production and the accom- 
panying shift to greater dependence on imports for 
certain key primary products, notably petroleum, ores 
and metals. 


The fact that North American exports to the other 
industrial countries had been restricted to little more 
than their pre-war volume was the chief reason for 
their failure to expand in line with the growth in 
North American output. There was no such marked 
change in the distribution of exports from western 
Europe and Japan combined, which rose somewhat 
more than their output. 


In general, then, exports of the industrial countries 
tended to grow faster than their total output of com- 
modities, since their most rapidly expanding sector— 
manufacturing—provided a larger proportion of the 
value of their exports than of their output of com- 
modities.2® The opposite tendency prevailed in many 
of the primary producing countries, where exports 
of primary products (especially food) rose less than 
production of these goods and where manufacturing 
probably contributed more to output than to exports, 


on the whole, despite increased processing of crude 
ores and petroleum. 


The failure of the increase in imports of western 
Europe to correspond with the rise in output reflected 
the development of greater self-sufficiency in food, and 
a shift in the structure of production from high import- 
consuming to low import-consuming industries, as dis- 
cussed previously. Imports of these countries from one 
another rose much more rapidly than their imports as 
a whole, partly because the share of manufactures in 
the former is larger than in the latter; and partly be- 
cause they provided one another with larger supplies 
of certain of the products no longer forthcoming in 
adequate volume from other countries outside the dol- 
lar area. Although the total volume of imports of west- 
ern European countries was about one-fifth higher in 
1954 than in 1938, imports from the rest of the world 
rose only about 5 per cent in the aggregate. 


The failure of the exports of primary producing 
countries—and imports of western Europe and Japan, 
their principal market—to expand at a greater rate 
between 1938 and 1954 has to be explained in terms 
both of the supply and of the demand for primary 
products. Certain factors, such as the rise in domestic 
consumption, limited the supply of basic commodities 
becoming available for export in the primary pro- 
ducing countries, as noted earlier. Other circumstances, 
such as changes in the structure of manufacturing 
industry in the industrial countries, and limitations 
on the foreign exchange resources available in western 
Europe and Japan restrained the growth in demand 
for the exports of primary producing countries, or 
prevented large-scale foreign investment designed to 
promote a rise in exportable output. The ability of 
western European countries to finance imports had 
not risen in line with their output for two reasons. 
First, in 1938, some 30 per cent of their imports from 
the rest of the world was purchased out of net 
income on oversea capital and from the sale of 
services; by 1954 this proportion was reduced to 
about 13 per cent (or 4 per cent, if United States 
military expenditures are excluded). Second, the 
purchasing power of their exports had fallen greatly 
owing to deterioration in their terms of trade. 


Post-wWAR CHANGES IN TRADE, 1948-1954, 


World trade did not regain its pre-war level for 
about three years after the end of the war. A study 
covering this period would require much explanation . 
of the particular accidents distorting the pattern of 
trade during the period of reconstruction, and would 
fail to provide a reasonable basis for an understanding 
of later post-war developments, since the percentage 
growth in different sectors would depend mainly on 


22 In the case of the United States, exports of food also 
increased more than food production. 
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the degree of recovery that had been achieved by 
the starting date chosen. By 1948, the total trade of 
countries other than the centrally planned economies 
had regained the pre-war level, despite the fact that 
trade with the latter was much less than one-half 
as large as in 1938. Even so, as will be seen, the 
different rates of growth in other channels of trade 
were to a considerable extent influenced by the level 
of trade in 1948, the greatest rate of growth being 
achieved in those sectors in which trade in 1948 was 
well below the pre-war level. The volume of trade with 
the centrally planned economics, however, would seem 


to have fallen still further from 1948 to 1954. 


World trade could have been expected to rise faster 
than output during the years succeeding 1948. This 
was partly because output in western Europe and 
Japan was still below the pre-war level as a result 
of the effects of the war, so that the ratio of trade to 
output could be expected to rise as the share of these 
countries in world output recovered; and partly 
because their trade was still abnormally low in rela- 
tion to output in 1948, A large part of the increase in 
North American output between 1938 and 1954 had 
occurred by 1948; even if the trade of each of the 
three main areas (excluding the centrally planned 
economies) had moved in line with its output, their 
trade would have been only about one-eighth higher 
in 1948 than in 1938, despite the increase of one- 
quarter or more in output. 


World trade in 1948 had almost regained the pre-war 
level, thanks to the great increase in North American 
trade, which served to offset the decline in the trade 
of other industrial countries with all other areas. The 
only sector of the trade of western Europe and Japan 
which had expanded was their imports from North 
America, and even these had risen less rapidly than 
North American exports to other areas (excluding 
the centrally planned economies). Western Europe 
and Japan constituted the only group which had not 
greatly increased its exports to North America. 


Naturally, then, the greater part of the increase in 
' world trade between 1948 and 1954 was achieved in 
the trade of western European countries and Japan. 
The principal development of trade over this period 
may be characterized as the virtual recovery by these 
countries of that share of world trade which they 


could have been expected to hold, given their lower 
share of post-war output in the world outside the 
centrally planned economies. On the one hand, their 
exports to the three areas other than the centrally 
planned economies roughly doubled during the six 
years after 1948; and on the other hand they absorbed 
virtually the whole of the increase in exports of 
primary producing countries from 1948 to 1954. 


Between 1948, and 1954, North American trade 
with the primary producing countries showed little 
change, while the increase in trade between Canada 
and the United States continued to parallel their 
general economic growth. The principal change in 
North American trade was the decline in exports 
to western Europe and Japan and the increase in 
imports from these areas, both consequent upon the 
recovery of their production. 


With the exception of the primary producing 
countries, the greatest expansion in the exports of 
each area between 1948 and 1954 occurred in trade 
within the group. In each case there was a relatively 
simple reason for this. For the centrally planned 
economies, it was the outcome of a deliberate policy, 
as well as of the need to compensate for the breakdown 
in east-west trade. Trade within Europe expanded 
more than western Europe’s exports to other areas, 
largely because in 1948 the output and exports of the 
continental western European countries, nearly 60 
per cent of whose exports are sold in western Europe, 
was still below the pre-war level; while United King- 
dom production and exports, some 70 per cent of 
which are sold overseas, had already considerably 
exceeded their pre-war level. Consequently intra- 
European exports were low in relation to oversea 
exports in 1948, and it was the former which could 
therefore be expected to grow most rapidly. Finally, 
the greater growth in the trade of Canada and the 
United States with each other than with other countries 
was likewise to be expected since this was the only 
area in which demand for North American goods in 
1948 had not been greatly stimulated by the lack of 
exportable supplies from western Europe and Japan. 
On the contrary, the relatively large expansion in the 
exports of primary producing countries to western 
Europe and Japan was simply due to the fact that this 
segment of trade was still considerably below the 1938 
level in 1948. 


The Compartmentalization of World Trade 


One of the characteristic features of the development 
of the world economy since the First World War has 
been the dividing up of the world market into com- 
partments of varying degrees of exclusiveness. The 


sharpest break did not occur, however, until after the . 


Second World War, when there developed an almost 


complete economic separation between the centrally 
planned economies of eastern Europe and the Union 
of Soviet Socialist Republics (later joined by mainland 
China) on the one hand, and the remaining countries 
of the world, based predominantly on private enter- 
prise, on the other. While commercial ties between 
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Chart 13. Compartmentalization of World Trade 


© 


SHARE OF STERLING AREA IN TOTAL UNITED KINGDOM TRADE 


SHARE OF FRANC AREA IN TOTAL FRENCH TRADE 


Source: United Nations Bureau of Economic Affairs. 


these two parts of the world were greatly weakened, 
trade within each group grew rapidly throughout the 
post-war period. 


Although other cleavages in the structure of the 
world economy have not been as far-reaching as that 
between the centrally planned economies and the rest 
of the world, they do betoken a certain compartmental- 
ization of world trade, as illustrated in chart 13. 
During the past ten years this trend has been re- 
inforced by the dollar shortage, although there have 
also been powerful forces pulling in the opposite 
direction, notably in the form of attempts to reduce 
some of the main barriers which hamper world trade 
at present. 


In table 28, world trade is divided into its principal 
segments in 1938, 1948 and 1953-54, countries being 
classified broadly according to the currency areas 


to which they belonged in 1953-54. A common char- . 


acteristic is that each of these main segments involves 
an industrial core together with affiliated areas possess- 
ing more or less complementary economies. However, 
it is obvious that the exclusiveness of these areas varies 
considerably, even if we leave aside the centrally 
planned economies. For example, some of the most 
important aspects of the cohesiveness of the sterling 
area are that current payments within the area are free, 
that its members have granted one another tariff pref- 
erences as against non-sterling countries, that, exclud- 


| 


ing the Union of South Africa, member countries pool 
the major part of their gold and dollar resources in 
London, and that transfers of capital are unrestricted 
as between the United Kingdom and the rest’ of the 
area. Similar provisions obtain within the other main 
western European currency areas—those based on the 
Belgian and French francs, the florin, and the escudo, 
No such links, however, hold together the members of 
the European Payments Union (EPU), which includes 
all the currency areas just mentioned as well as other 
western European countries. The unity of the EPU 
area is a function partly of the special arrangements 
provided for multilateral clearing of transactions 
within the area and partly of the greater freedom 
from quantitative restrictions on trade among EPU 
participants than in their trade with non-participants 
—hboth of which are really the outcome of the dollar 
shortage. 


Least exclusive, at any rate in a formal sense, is the 
dollar area. The primary characteristic of the countries 
in this area is that they maintain currency converti- 
bility. This is a unifying factor only from a very 
limited point of view since it is clearly open to any 
country at any time to declare its currency convertible 
if it can. Moreover, there is relatively much less 
statutory discrimination against trade with the rest 
of the world—whether in the form of tariff preferences 
or of quantitative import controls—than is typical of 
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Table 28. Structure of World Trade, by Currency Areas 


(Percentage of total current value of exports) 


Area of trade 


Per cent of world total, 
excluding trade among 


Per cent of world total centrally planned economies 


1938 1948 1953 1953 1954 


Among centrally planned economies*.......... 1 3 8 
Centrally planned economies with rest of world> 14 7 4 4 4 
Among dollar area countries®................. 6 138 13 14 14 
Canada with the United States®............. 3 6 7 8 7 
Among EPU countries?...............0..0005 41 35 39 43 44 
Among continental western European countries® 12 8 12 13 14 
Among sterling area countries.............. 13 14 12 13 13 
Among members of other currency areas‘..... 4 3 3 4 4 
Other trade among EPU countries........... 12 10 12 13 13 
Dollar area exports to EPU area.............. 10 15 8 9 9 
EPU area exports to dollar area.............. 5 5 7 7 6 
Other trade: is4ianuhsdsag ee Ae eas 23 22 21 23 23 


Source: Statistical Office of the United Nations. 
Figures for trade of centrally planned economies 
in 1948 and 1953 based on United Nations, Eco- 
nomic Survey of Europe in 1954 (sales number: 
1955.ILE.2), table 63. 

a Albania, Bulgaria, Czechoslovakia, eastern 
Germany, Hungary, Poland, Romania, Union of 
Soviet Socialist Republics; China mainland, north- 
ern Korea, Mongolia. For 1938 Germany and 
Korea are excluded from this group. 

b Exports in both directions. 


the sterling or even of the EPU area. The undoubted 
cohesiveness which the dollar area nevertheless pos- 
sesses is mainly the result of the tradition of economic 
co-operation within the Western Hemisphere which has 
developed over a period of years, and which was 
greatly strengthened by its enforced separation from 
the continents of Europe and Asia during the Second 
World War. Thus, as indicated below, United States 
capital has tended to concentrate upon the Western 
Hemisphere in promoting the development of new 
sources of raw materials for the growing American 
industrial machine. Equally the other Western Hemi- 
sphere countries have grown accustomed to United 
States products, for which there was virtually no sub- 
stitute not only during the war but for several years 
thereafter. The growth of Canadian and Latin Ameri- 
can mining and manufacturing based largely upon 
machinery from the United States has created a strong 
and continuing market for United States equipment 
which it is not easy for other countries to enter, es- 
pecially in view of the advanced technological level 
of such equipment and the participation of American 
companies in ownership and control, particularly of 
mining operations. 


In addition, although the tariff and other barriers 
against foreign encroachment upon the United States 
market itself are for the most, part non-discriminatory, 
considered product by product, they have a greater 
impact upon imports from the rest of the world than 
upon those from the dollar area, owing to the par- 


_° Western Hemisphere countries except Argen- 
tina, Brazil, Chile, Paraguay, Peru and Uruguay; 
also excluding dependent territories. 


4 All countries in the Organisation for European 
Economic Co-operation and affiliated currency 
areas; including Indonesia and Indochina. 


© Continental countries in the Organisation for 
European Economic Co-operation. 


t Members of the Belgian franc, French franc, 
florin and escudo areas. 


ticular composition of the latter imports—primarily 
foodstuffs not competing significantly with United 
States production, and raw materials, During the 
period 1950 to 1954, for example, imports from the 
Western Hemisphere accounted for 56 per cent of all 
United States imports but provided only 34 per cent 
of that country’s collections of duty. The proportion 
of dutiable imports was considerably lower for ‘the 
Western Hemisphere than for the rest of the world, 
and the ratio of duties collected to the value of dutiable 
imports for consumption was likewise much lower. 


Approximately three-fifths of world exports in 1953 
consisted of exchanges within the three main trading 
areas—the centrally planned economies, the dollar 
area, and the European Payments Union area. In addi- 
tion, somewhat less than one-fifth of world trade con- 
sisted of the trade of these three main areas with one 
another; the remainder, amounting to rather more 
than one-fifth of the total, consisted of the trade of the 
rest of the world. By far the largest of these segments 
was trade among members of the European Payments 
Union, accounting for nearly two-fifths of the world 
aggregate, as against only one-fifth among the mem- 
bers of the other two main groups. This, of course, is 
not a reflection of the relative levels of output in 
these areas but rather of the concentration of a large 
proportion of the total trade (domestic and foreign) 
of the other two areas within the national frontiers 
of the United States and the Union of Soviet Socialist 
Republics. 
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Table 29. Compartmentalization of World Trade 
(Percentages) 
Trading area and item 1928 1938 1948 1954 

Dollar area/Dollar area: 

EXPOrtS: vy seunoy ic Pineda who 9G weieitegand Oost wages arate’ 31 40 51 

Tm ports ess noc aiicdsnch ise ee tee ave ive hake tae ward « 45 62 60 
Western Hemisphere®/United States: 

EX POLES: 055 35 Matis, pctealete, a was alee eet aed ates arabes 36 33 42 49 

UM POLS sede dee a Dae ate gee eee « east eietus 37 39 57 56 
EPU area/EPU area: 

Exports: .i)oii Gis ecwe Siete teen e cies St awe 76 76 76 

Um POrt8 4 Shee sed cenarer die Giteod tena thea give, care eek sat 70 62 74 
Sterling area/Sterling area: 

EXPOrts: hes sisth its a Ned de Mee ee Sele eee ed ea ae 54 55 53 

Imports?) ive ffiasace stoned eteicydtacds els tenes wed 42 52 53 
EPU area/OEEC countries: 

EXPOft cis sas hace wien eda veeR La ceee Stele ale baie 76 75 76 77 

Tm ports: icc neti nda aia Feud Gd Re add wlan ries 64 66 58 73 
OEEC countries/OEEC countries: 

HXPOLtS: incase tread eed Pee eke oe sree yest ede es 57 55 47 52 

TM porters deri eats Rev age ae ahaa eactearnewe hates 46 43 33 46 
Oversea EPU area/OEEC countries: 

Exports: icicek foie oie Pik Pian dae ae eas 19 20 29 25 

Tm ports, os ssc deel eet eee ses tees hee dee cae eas 18 23 25 27 
Sterling area/United Kingdom: 

EXPOrte said een ee decd mentee eae eaten yannn 38 45 50 49 

Tinports) id ccsuia ta ena sab eadaa ww iemwicnk bok eee 26 33 37 45 
Franc area/France: 

Exports. ovisisidtac cia oes ova wia vad ova dee gacee edd 18 28 46 37 

UM POLts Miss iat oats red eleaieeiny oe eam eend 1B 28 30 28 


Source: United Nations Bureau of Economic 
Affairs, based on United Nations, Monthly Bulle- 
tin of Statistics, August 1955; Organisation for 
European Economic Co-operation, Foreign Trade 
by Areas, 1928, 1937-53 (Paris, 1954) and Foreign 
Trade Statistical Bulletin, series I (Paris), Aug: 
ust/September 1955. 

a The percentages indicate the share of the first 
area mentioned in the total exports (or imports) 


Trade within each of these same three groups had 
accounted for only one-half of the value of world 
exports in 1948, and even less in 1938, while trade 
between the groups, which accounted for nearly 30 
per cent of the world total in 1938 and 27 per cent in 
1948, dropped to only 19 per cent by 1953. The rise 
in the degree of compartmentalization of world trade 
is primarily the result of developments within the 
Soviet and dollar areas, since the share of trade among 
EPU members in the world total, having recovered 
from the 1948 low, was no higher in 1953-54 than in 
1938. By contrast, the relative importance of trade 
among dollar area countries had doubled; and the 
centrally planned economies had greatly increased their 
trade with one another as part of a general process of 
integration within the area as a whole, and as an offset 
to the decline in east-west trade. 


of the second area, excluding exports to (or im- 
ports from) eastern Europe, the Soviet Union and 
mainland China. In the case of the United States, 
excluding special category exports, For definitions 
of currency areas see footnotes to table 28. 


b Percentages calculated not from imports of 
the area but from exports to the area. 


¢Excluding OEEC dependencies. 


As already indicated, the separation of the eastern 
world market from the rest of the world has been one 
of the most far-reaching changes affecting the struc- 
ture of international trade in the past twenty years. 
Before the war, trade among the countries in this area 
amounted to less than 15 per cent of their total exports 
or imports and only 1 per cent of the world total. Most 
of this trade was among eastern European countries, 
while exchanges with the Soviet Union and China were 
negligible. By 1948 the share of the intra-trade of the 
area had risen considerably, but was still much less 
than one-half of the total. More recently, trade within 
the region has accounted for about three-quarters of 
the total exports or imports of these countries. In this 
trade, the Soviet Union plays a central role, taking 
nearly 40 per cent of the total exports and supplying 
approximately the same share of the total imports of 
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the eastern European countries, and accounting for 
about half of the total trade of mainland China. 


The main elements in the great increase since pre- 
war years in the relative importance of trade among 
dollar countries have already been mentioned. As 
table 28 shows, about half of the increase is attribut- 
able to the rise in the exchange of goods between 
Canada and the United States, where incomes and 
production rose much more than the world average 
from the pre-war to the post-war period. 


Since 1948, trade among the dollar countries has 
risen no faster than world trade as a whole, but in 
another sense the concentration of the dollar coun- 
tries’ trade with one another has developed further; 
for, while trade within the group has continued to 
rise, trade with other countries has fallen (both abso- 
lutely, and relatively to the world total). This develop- 
ment reflected substitutions for dollar goods in the 
rest of the world as supplies of certain foodstuffs and 
raw materials, as well as of manufactures, from non- 
dollar sources recovered and expanded. These declines 
in exports of the dollar area to the rest of the world 
were larger than the rise in dollar area imports which 
resulted from the recovery in output elsewhere. 


Thus, the share of dollar area exports going to 
destinations within the dollar area rose further from 
1948 to 1954, as shown in table 29. The sources of 
imports of the area, on the other hand, were no less 
widely diversified in 1954 than in 1948; however, in 
view of the supply difficulties encountered in many 
parts of the non-dollar world in the early post-war 
years it might have been expected that the dollar 
area’s share in its own imports would have dropped 
significantly in the course of the post-war period. That 
this has not happened is probably the result of the 
tendency, already noted, for new sources of supply 
to be sought by United States enterprise in the Western 
Hemisphere in preference to other areas. 


Trade among western European countries and their 
affiliated currency areas was somewhat lower in rela- 
tion to the world total in 1948 than in 1938, but re- 
covered to the pre-war share by 1953-54, Particularly 
sharp declines in 1948 were recorded in trade among 
continental western European countries, and in the 
exports from these countries to the sterling area. These 
declines were due to the early stage of recovery of 
continental Europe, and particularly to the low level 
of output and trade in western Germany at that time. 
On the other hand, trade within the sterling area was 
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higher in relation to world trade in 1948 than in 1938. 
This was partly because of the more rapid recovery 
in the United Kingdom than on the continent of 
Europe, which made it possible for that country to 
meet the heavy pent-up demand for imported goods in 
the oversea sterling area, especially Australia; and 
partly because of large-scale Australian shipments of 
food in 1948 to other oversea sterling countries, par- 
ticularly India. The partition of India also increased 
trade within the sterling area in relation to the world 
total from 1938 to 1948, since a considerable trade 
developed in 1948 between the new India and Pakistan. 
By 1954 trade among EPU countries was nearly back 
to its 1938 proportion of the world total, and the 
internal composition of this trade was also more closely 
in line with the pre-war pattern. 


It can be seen from table 29, that, despite the con- 
siderable recovery in intra-European trade from 1948 
to 1954, the relative importance of western Europe as 
a market for its own exports was smaller, and as a 
source of supply for its imports no greater, in 1954 
than in 1928. On the other hand, the affiliated oversea 
areas bulked larger in the trade of western Europe 
during the post-war period than in pre-war years. In 
particular the shares of the franc and sterling areas 
in the trade of France and the United Kingdom, re- 
spectively, were each considerably greater in the nine- 
teen fifties than in the nineteen twenties and thirties. 
United Kingdom imports from the sterling area have 
continued to grow faster in value than imports from 
other areas during the post-war period; by 1954 the 
sterling area absorbed nearly one-half of the United 
Kingdom’s exports and provided almost as large a 
proportion of the value of its imports—compared with 
much smaller proportions in 1928. Although a similar 
structural shift has occurred in French trade, the 
relative importance of the franc area to the trade of 
France dropped somewhat from 1948 to 1954. More- 
over, the growing concentration of United Kingdom 
trade within the sterling area was not paralleled in 
oversea sterling countries. Owing to restrictions on 
imports from non-sterling countries, the sterling area 
as a whole supplied a larger proportion of its own 
import requirements in 1954 than in 1938, but there 
was little change in this proportion from 1948 to 
1954, the trend in the United Kingdom being offset by 
tendencies elsewhere, notably the reduction of Austra- 
lian wheat shipments to Asian countries in the sterling 
area as production in those countries recovered, and 
the decline in trade between India and Pakistan after 
1949. 
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The Problem of International Balance 


Great as were the difficulties involved in the task of 
physical reconstruction at the end of the Second World 
War, they seem to have been more easily overcome 
than the problems of achieving and maintaining a 
balance in international transactions. Under the articles 
of agreement of the International Monetary Fund, ex- 
change restrictions were not, generally speaking, to 
be employed by member governments beyond the end 
of a “transitional period” which expired at the begin- 
ning of 1952. While in most areas the repair of war 
damage had been completed well before 1952, exchange 
restrictions are still in force throughout most of the 
world at the present time. In spite of this, there has 
latterly been a notable reversal in the trend of com- 
mercial policy, and in a number of countries, especially 
in western Europe, recent tendencies have, for the 
first time in many years, been in the direction of a 
more liberal rather than less liberal foreign trade 
policy. 


During the inter-war period progressively greater 
restrictions on foreign trade were introduced by 
country after country. Already in 1927, as a result of 
developments during the First World War and the 
early nineteen twenties, the need was felt to call a 
world economic conference to reassert the advantages 
of freer trade: the Conference declared categorically*° 
that “the time has come to put an end to the increase 
in tariffs and to move in the opposite direction”. The 
world was soon to be overwhelmed by depression, 
however, as a result of which many countries sought 
to erect even stronger barriers around their domestic 
markets than they already had, including still higher 
tariffs and, in a number of cases, exchange and import 
controls, Additional impetus to these developments was 
given by the Second World War and its immediate 
aftermath, when the spread of controls of the latter 
type was designed to ensure the use of severely limited 
foreign exchange resources, especially in hard cur- 
rencies, only for the purchase of those goods regarded 
as most essential. Not until the last few years has any 


significant number of countries felt able to undertake — 


any major reduction in their trade restrictions. Even 
at the present time, moreover, this movement is by no 
means world-wide in scope, and in one or two of the 
largest trading countries there have been indications of 
some ambivalence in policy. 


During the years since the end of the Second World 
War, the external difficulties experienced by most 
countries have been focused on their balances of pay- 
ments with the dollar area. The short-term factors in- 
volved are well known: the dollar area was not affected 
by physical devastation and was, therefore, the only 


30 League of Nations, Report and Proceedings of the World 
Economic Conference, vol. 1 (Geneva, 1927), page 41. 


major source in a position to supply the immediate 
needs of the war-torn countries, especially for essen- 
tial food, raw materials and equipment of various 
kinds. To this extent the balance of payments deficits 
with the United States which were widespread in the 
first few years after the Second World War may be 
regarded as comparable with those which had existed 
in 1919 to 1921. In the course of the past ten years, 
however, not only has the process of reconstruction 
been generally completed but output has almost every- 
where far surpassed pre-war levels. While these develop- 
ments have been accompanied by a marked improve- 
ment in balances of payments with the dollar area, 
the problem of what has been called the “concealed” 
dollar gap seems to persist. 


The primary evidence of improvement in the situa- 
tion is that the commercial shipments** of the rest of 
the world to the United States, together with receipts 
from the flow of United States private capital and 
remittances, sufficed to finance over 86 per cent of 
purchases from the United States in 1954, compared 
with only 66 per cent in 1948 and and 47 per cent in 
1947, while at the same time restrictions on transac- 
tions with the United States were, on the whole, relaxed. 
Alternatively it might be said that the “dollar gap”, 
defined as the difference between the receipts and 
payments indicated above,*? dropped from $10.4 bil- 
lion in 1947 to $5.7 billion in 1948 and $2.4 billion 
in 1954 (see chart 14). The “gap” in 1947 was, in 
fact, equivalent to one-third more than the total of 
dollars accruing to other countries from all United 
States commercial imports of goods and services. By 
1954 this proportion had been reduced to less than 
one-fifth. The following figures give some indication 
of the order of magnitude of the gap in recent years, 
as well as of the comparable balance during the inter- 
war period: 


Annual Dollar United States imports Ratio of dollar gap 
average gap* of goods and services> ta United States imports 
(billions of dollars) (percentage) 
1919-1921.. 2.4 5.3 45 
1922-1929.. —0.1 4.9 —2 
1930-1939.. 0.6 3.3 18 
1946-1949. . 7.2 8.2 88 


1950-1954... 2.3 13.2 17 


Balance of goods, services and private remittances, and 
capital outflow, excluding military aid grants and military 
expenditures. 

b Excluding military expenditures. 


31Excluding United States oversea military expenditures 
but including United States imports for the strategic stockpile. 

32 The significance of this measure is that it indicates the 
balance which requires financing either by some form of aid 
or by use of gold and dollar reserves. It does not, of course, 
indicate the magnitude of dollar deficits under conditions of 
free trade. 
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Chart 14. The Dollar Gap 


Billions of dollars 


1946 1948 1950 —s:1952 1954 


Source: United States Department of Commerce. 


However, the easing of the world’s dollar difficul- 
ties in the past few years—and the accompanying dis- 
cussion of the restoration of the convertibility of 
western European currencies—has been made possible 
not only by the developments noted above but also 
by the willingness of the United States Government 
to maintain a fairly steady flow of dollar disbursements 
to the rest of the world (at a rate of over $4 billion 
per annum) in the form either of direct economic aid 
or of military expenditures including, for example, 
ofishore purchases of military equipment and supplies, 
payments for the use or construction of military facili- 
ties in other countries, and troop pay and allowances. 
It is true that the rest of the world was able to build 
up its gold and dollar reserves by some $5.5 billion 
through transactions with the United States during the 
three years 1953 to 1955, But this must be seen in the 
light of the fact that during the same period United 
States foreign grants-in-aid, other than for military 
purposes, amounted to $5.2 billion and that dollars 
disbursed under the heading of military expenditures 
totalled $7.9 billion. In other words, from the begin- 
ning of 1953 to the end of 1955 the rest of the world 
was able to add to its reserves considerably less than 
one-half of the funds derived from United States 
economic grants and military expenditures—to say 
nothing of governmental long-term loans, which added 
a further $1.4 billion to, the dollar resources of other 
countries during this period. 


There is, of course, an important difference between 
United States governmental grants and oversea mili- 
tary expenditures as a source of. dollars for other 
countries in the sense that the latter outlays constitute, 
in some form, a purchase of foreign goods or services 
while the former do not. Consequently, if United States 


military expenditures abroad were curtailed, resources 
would be freed which could, in principle, be used for 
earning dollars by other means. There are, however, 
good reasons for concluding that, in considering the 
magnitude of the dollar gap at the present level of 
trade and exchange restrictions, it will not involve a 
serious distortion of reality to take little account, as 
a first approximation, of the switch in resources which 
would be possible if United States oversea military 
expenditures were lowered.** It should be borne in 
mind that, while this procedure involves some over- 
statement of the size of the dollar gap, an opposite 
tendency results from the impossibility of distinguish- 
ing systematically between United States imports for 
its strategic stockpile and other imports.** 


THE BACKGROUND OF THE DOLLAR PROBLEM 


The dollar gap is not simply a phenomenon of the 
past ten years; its origins can be clearly traced to 
developments before the First World War. The United 
States had been running substantial export balances 
on merchandise account from the late eighteen seven- 
ties;®5 and it had become a net exporter of finished 
manufactures by 1900, when it was already accounting 
for 30 per cent of the world’s manufacturing activity 
(having overtaken the United Kingdom probably by 
1890 as the world’s leading producer of manufactures) . 
Up to 1914, the merchandise export balance of the 
United States, together with a net inflow of capital, 
served to finance net service payments to western 
Europe, and remittances by immigrants to their coun- 
tries of origin. After the First World War, however, 
the United States emerged a net creditor nation. Its 
growing dominance as an industrial power was accom- 
panied by a sharp increase in its export surplus in 


88 A large part of these oversea military expenditures are 
for use of land or buildings or for the services of public utili- 
ties or for construction, which could hardly be exported, even 
in principle (except in so far as labour could be diverted 
from, say, construction to the production of movable goods). 
It seems equally doubtful whether a significant increase in 
exports to the dollar area could result from a reduction in 
local expenditures by American troops based abroad. For the 
rest (mainly purchases of military equipment and supplies) 
a switch of resources such as that under discussion could he 
expected to yield substantial new dollar earnings mainly in 
those cases in which shipments to the dollar area are currently 
limited by supply difficulties, and this would probably not 
apply to so large a proportion of the total of these shipments 
as to affect the general trend of the discussion. 


34Tn the Survey of Current Business (Washington, D.C.), 
March 1955, it was estimated that in 1954 foreign expenditures 
by the United States Government, excluding military aid but 
including purchases for the strategic stockpile, totalled $5.3 
billion. Since governmental imports of services, oversea mili- 
tary expenditures and non-military grants amounted to $4.4 
billion, the total of governmental imports of merchandise in 
1954, consisting wholly or mainly of stockpile purchases, must 
have approximated $0.9 billion. 


35 The United States has had an excess of imports (f.0.b.) 
of merchandise over exports (f.0.b.) in only three years since 
1876—namely, in 1888, 1889 and 1893. 
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manufactured goods as well as by the emergence of an 
import balance in raw materials, the latter contrasting 
with the pre-war position. Over and above a larger 
export balance on merchandise account, the United 
States was in surplus on service account, as shown in 
table 30, owing to the fact that income on investments 
abroad now far exceeded payments on the investments 
of other countries in the United States. Other important 
sources of demand for dollars by the rest of the world 
arose from greatly increased contractual amortization 
of dollar loans as well as from a widespread desire in 
many parts of the world to purchase American securi- 
ties or hold liquid assets in the form of dollars. No 
major difficulties were experienced, however, during 
the nineteen twenties in supplying this greatly expanded 
demand for dollars. The main reason for this was a 
very considerable net outflow of United States private 
capital on long-term account, owing to the growth of 
United States investment abroad, both in subsidiaries 
of American companies and through purchases of 
foreign securities. There was also a smaller outflow 
of short-term capital, due to the development of Amer- 
ican bankers’ acceptances as a means of financing 
foreign business. 


With the onset of the depression, not only did United 
States imports fall drastically—aggravated by the 
raising of the tariff barrier in 1930—but the previous 
outflow of capital gave way to repatriation of funds 
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from abroad, both short-term and long-term. Thus, 
the dollars supplied by the United States to the rest 
of the world through purchases of goods and services 
and new investments abroad dropped from $7.4 billion 
in 1929 to $2.4 billion in 1932, While the demand for 
dollars likewise dropped as economic activity declined 
elsewhere, the contractual amounts due to the United 
States for interest and amortization remained at a 
level of some $900 million. A serious shortage of 
dollars was, in fact, experienced all over the world, 
causing many countries to default on their debt-service 
obligations** and to adopt or intensify trade and ex- 
change restrictions, as a result of which exports of 
goods and services by the United States fell even 
more than imports. The remainder of the excess de- 
mand for dollars was, from 1930 to 1933, offset by 
liquidation of foreign short-term claims on the United 
States (partly, no doubt, owing to the severity of 
the depression in that country, and in anticipation of 
the depreciation of the dollar) as well as by net sales 
of gold to the United States in 1930 and 1932. After 
stabilization of the dollar in January 1934 at about 
59 per cent of the previous gold parity, however, net 
gold sales to the United States rose sharply. The pro- 


36 Actual payments to the United States for interest and 
amortization of foreign dollar bonds and of war debts amounted 
to about $580 million in 1932, as against the $900 million due 
(United States Department of Commerce, The United States 
in the World Economy (Washington, D.C., 1943), page 6). 


Table 30. United States: Balance of Paymenis 
(Annual average, millions of dollars) 


Item 


United States exports of goods and services............- 
GO0dS: sv.dier hs aio Via ween sae tiaiens elated BAS aves olathe e eeie's 
Investment income® ......... eee eee eee eee eeeee 
Other servicesi:s see cesses ese d eee see aang eweees 

United States imports of goods and services............ 
C0608 625515 855 arcsec Oba dine Bees Vin ioe awa Date 


Investment income ..........ce cece cee carcunceecs 
Other services ........ ccc cece eee te cece cee eeccece 


Private capital and remittances........... 0c ee eeeees 


Direct investment? ......... 0. cece eee cece eee eeeee 
Other long-term capital (new issues, redemptions, other) 
Short-term capital 20... .. ec cece cece ete eet eee e tees 


Government disbursements ........0...ee eee eecceeees 


Capital outflow ..... 0. cece ec eee tee reece eens 
' Non-military unilateral transfers ...........+..0.0005 
Military expenditures ............ cece cece reece eens 


Foreign capital and gold..........e sce e eee e eee ceeeee 
Foreign capital... 0... cece cee eee eee cece ee 


Golds esciaeoeisitnen Soocce iowsldiendielbes ee eeceeke on 


1919-1921 1922-1929 1930-1939 1946-1949 1950-1954 
8,848.3 6,176.6 3,706.5 16,7515  —17,097.6 
7,319.3 4,805.0 2.7018 13,2660 12,5298 
590.0 917.1 591.0 11,1523 1,880.0 
939.0 454.5 413.7 2,333.2 2,687.8 
5,345.0 5,099.2 31395 8175.0 13,2422 
3,983.7 40484 22611 63735 10,4812 
118.3 198.8 205.0 267.4 392.0 
1,243.0 852.0 6734 15341 2,369.0 
3,503.3 «1,077.4 567.0 8576.5 3,855.4 
—1,075.7 —1,315.9 48.9 —1,351.0 —1,545.2 
—119.7 —326.6 —43.5  ~590.0 —696.4 
—3173 —512.7 130.9 17.7 —238.6 
= —1BL6 0 158.7 = 107.0 162.8 
—928.6 27.1 —5.1 6,790.7 —4,433.8 
—824.3 42.5 10.0 29172  —1718 
—104.3 —15.4 —15.1 3,281.5  —2,483.2 
= 7 = —592.0 —1778.8 
—332.7 3446 905.7 —1,1925 1,887.8 
—165.7 422.8 173.9 —728 1,333.4 
—167.0 —78.1 —1,079.6 —1,119.7 554.4 
—11663 —133.2 294.9 757.8 235.8 


Source: United States Department of Commerce, Balance of Payments of the United States, 1919-53 (Washington, D.C., 1954), 


page 4, and Survey of Current Business, June 1955 


2 Capital movements and income on direct investments for the years 1919-1929 include reinvested earnings of subsidiaries. 
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ceeds of these sales were used by other countries not 
only to finance their current dollar deficits together 
with the continuing net repatriation of American capi- 
tal, but also to build up their short-term dollar balances 
in the United States once more. The latter reflected 
partly speculation against the currencies of countries 
which had not yet depreciated and partly the general 
uncertainties in Europe as the danger of war began 
to loom ahead. 


Thus, the sixty years prior to the Second World War 
may be divided into three main periods’ according 
to the means employed for financing the United States 
export balance on merchandise account. Up to the 
First World War, the balance was financed by net 
service payments and remittances by the United States. 
After the war the United States, now a creditor country, 
was no longer in deficit on service account; the balance 
on goods and services was financed primarily by the 
outflow of United States funds for long-term foreign 
investment. During the nineteen thirties, finally, the 
latter outflow was replaced by a net inflow of United 
States capital which, together with the balance on 
goods and services, was offset by use of gold or short- 
term dollar assets by the rest of the world. None of 
these means of financing was adequate to deal with the 
tremendous export balance of the United States follow- 
ing the Second World War, and it was for this reason 
that the gap between the demand for dollars and the 
supply had to be bridged partly by unilateral grants 
and loans by the United States Government and partly 
by use of import and exchange controls throughout 
most of the world. 


REDUCTION IN THE DOLLAR GAP, 1948 To 1954 


As already indicated, the balance resulting from 
private transactions on current account (including, 
however, governmental imports for the stockpile) as 
well as from the outflow of United States private capital 
declined from $10.4 billion in 1947 to $5.7 billion in 
1948 and $2.4 billion in 1954. Much of the large re- 
duction in the balance from 1947 to 1948 may be 
attributed to the easing of the most critical early post- 
war shortages in Europe and Asia, though it is also 
clear that other countries could not go on liquidating 
their gold and dollar reserves to pay for imports at the 
rate reached in 1947, The much smaller decline in 
the balance from 1948 to 1954 than from 1947 to 1948 
probably reflected the fact that inroads on the dollar 
gap became progressively more difficult to achieve as 
the gap was narrowed, especially since significant 
structural adjustments were required. 


The essential components of the decline in the 
dollar gap from 1948 to 1954 may be set forth as 
follows (in billions of dollars). 


37 Excluding 1914-1918, when the United States financed 
heavy shipments by means of large-scale governmental loans 
to the Allies. 


T7 
Net effect on 
1948 1954 dollar gap® 
United States imports of 
goods and services ...... 9.5 13.3 —38 
Plus private capital outflow 
and remittances ......... 1.6 2.1 —0.5 
Less United States exports of 
goods and services ...... 16.8 17.8 1.0 
DottarcarP —5.7  —24 —3.3 


&8Minus sign indicates tendency to reduce dollar gap by 
the indicated amount. 

In the course of the following discussion, the main 
elements in these changes are examined, beginning 
with developments in United States exports. 


United States exports 


Although total exports of goods and services by the 
United States rose from $16.8 billion in 1948 to 
$17.8 billion in 1954, balance of payments data record 
a fall of more than $650 million in goods and freight. 
Thus there was an increase of nearly $1.7 billion in 
other gross service receipts, of which about one-half 
consisted of investment income. 


The total volume of United States commercial ex- 
ports of merchandise** was approximately 5 per cent 
lower in 1954 than in 1948. Since production, real 
income and foreign trade in the rest of the world rose 
considerably between these two years, and since restric- 
tions against imports of dollar goods were probably 
less severe in 1954 than in 1948 (except possibly in 
some Latin American countries), it is clear that the 
modest decline in the United States export total reflects 
a considerable reduction in the world’s dependence on 
United States shipments. This remains true after taking 
into account the significant rise in United States ex- 
ports in 1955. However, the United States is still much 
more important in world trade than before the war, 
exports having doubled while world trade as a whole 
has risen about 50 per cent. 


The following data show the main components of 
the changes in the volume of United States commercial 
exports since the war (annual average 1936-1938 = 
100). 


1948 1954 
Crude and manufactured foodstuffs..... 355 257 
Crude and semi-manufactured materials. 119 144 
Finished manufactures? ...........000 257 241 


Tora? 214 204 


4 Excluding special category exports. The data on exports of 
finished manufactures are not comparable with those shown in 
tables 21 and 22 owing to differences in classification and in 
methods of distributing the value changes between quantum 
and unit value. 


To meet world-wide needs, exports of crude and 
manufactured foodstuffs increased about three and a 


38 Excluding special category exports. 
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half times from 1936-1938 to 1948, but declined over 
25 per cent from 1948 to 1954 in volume and over 40 
per cent in value, as a result of the general easing of 
world supplies. Even in 1954, however, United States 
exports of food by volume were two and a half times 
the 1936-1938 annual average, while total world trade 
in food barely exceeded the pre-war level, as men- 
tioned previously. The ratio of United States and 
Canadian exports of wheat and wheat flour to wheat 
production in non-dollar countries rose from 6 per 
cent before the war to 20 per cent in 1948, subse- 
quently falling to 12 per cent in 1954, as indicated in 
table 31. Although the ratio of United States exports 
of coarse grains to production outside the dollar area 
has likewise fallen during the post-war period, the 
absolute level of these exports has been maintained. 
However, the rise in coarse grain production in non- 
dollar countries probably accounts indirectly for some 
of the decline in the demand for United States dairy 
products, meat and animal fats. 


The expansion in raw material export volume since 
pre-war years has been much smaller than in food- 
stuffs. Raw cotton exports were relatively low in 1948 
compared with pre-war years because of the decline 
in cotton textile production in western Europe and 
Japan, and petroleum exports were likewise down. 
This drop was offset by higher shipments of coal, 
oil-seeds and various chemical and textile semi-manu- 
factures. The subsequent growth in raw material ex- 
ports from 1948 to 1954 was the result mainly of 
somewhat higher deliveries of cotton, accompanying 
the recovery of cotton manufacturing in western 
Europe and Japan, and greater shipments of non- 
ferrous metals, notably copper, to sustain western 
Europe’s strong advance in engineering output. Par- 
tially offsetting declines occurred in coal, owing to 
some improvement in supplies in western Europe, and 


in petroleum products, owing to the rapid growth of 
oil refining in several western European countries, 
whose imports of crude oil were derived principally 
from the Middle East, and which now have a sub- 
stantial exportable surplus in petroleum products, 
Moreover, despite the’ rise in raw cotton shipments 
from 1948 to 1954, the share of United States exports 
in raw cotton consumption outside North America has 
declined in recent years owing to higher production 
in non-dollar countries. 


Exports of finished manufactures®® rose more than 
two and a half times in terms of volume from 1936- 
1938 to 1948. This increase was not maintained from 
1948 to 1954, as indicated previously. Moreover, the 
share of the United States in world exports of finished 
manufactures, while remaining substantially higher 
than before the war, dropped appreciably from 1948 to 
1954. The rise in world demand for manufactured 
goods since 1948 has been supplied either from higher 
domestic production or through increased imports 
from western Europe and Japan; world manufacturing 
outside the United States*? rose 61 per cent from 1948 
to 1954. 


Shipments of finished manufactures by the United 
States would have fallen sharply from 1948 to 1954 
but for a large rise in the volume of demand for 
machinery and vehicles from Canada—probably by 
about one-quarter or more—while deliveries to the 
EPU area and to South America were lower. This 
rise in exports to Canada was a reflection of the greatly 
stepped-up United States investment in Canadian min- 
eral resources during the period, as well as of the 
generally rapid development of the Canadian economy. 
United States exports of textile manufactures, which 


39 Excluding special category exports. 
40 Excluding the centrally planned economies. 


Table 31. Wheat Production and Exports 


(Millions of metric tons) 


Production Exports® 
Period Canada and Non-dollar OEEC Canada and Non-dollar 
United States countries» countries United States countries® 
1934/35-1938/39 .......2...000. 26.7 102.3 27.3 6.1 11.3 
1948/49 Loo. ce cee ce eee 45.8 99,2 26.8 19.7 1.3 
1949 /50e sec e a a:itiee Bee Oe ter nea NS 40.0 98.8 26.9 14.9 1.7 
1950/51. ciascee peeks weeks 40.3 103.6 29.1 16.1 9.5 
LOS) /52. ch os eve a deadh ones 41.7 101.1 29.1 22.4 6.0 
1952/53" scnctee ube Gass tewkiie 54.1 110.9 33.1 19,4 6.7 
1953/54 ocd pis ond aneionees 48.5 115.3 37.4 13.8 9.4 
1954/55 ce 0dd seadw han dee eens 34.8 116.0 34.1 14.3 11.7 
1955 (569 atin, cid aiee Mee Sako e da 38.5 119.0 36.9 


Source: Food and Agriculture Organization of the United Nations. 


@ Including wheat flour. 


> Excluding the Union of Soviet Socialist Republics. 
©Including the Union of Soviet Socialist Republics. 
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had risen very greatly in the early post-war years, 
lost much ground after 1948, as India and Japan took 
larger shares of the market. 


The main changes in United States commodity ex- 
ports from 1948 to 1954 may therefore be summarized 
as a considerable fall in exports of food offset by a 
rise in exports of raw materials; exports of finished 
manufactures declined much less than those of food 
owing to the heavy demand for machinery from 
Canada in connexion with its investment boom. 


Despite the easing of import and exchange controls 
in many parts of the world, the commercial export 
trade of the United States was even more heavily 
concentrated within the Western Hemisphere in 1954 
than in 1948, as noted earlier. At a later point con- 
sideration will be given to the relation of this phe- 
nomenon to the pattern of United States foreign 
investment. 


The rise in the Western Hemisphere’s share in 
United States exports during the course of the post-war 
period has been accompanied by a decline in the share 
of continental western Europe (as indicated in table 
32) whose imports of goods from the United States 
fell about 30 per cent in volume from 1948 to 1954. 
The process of recovery and expansion, especially in 
western Germany, made it possible to dispense with the 
abnormally heavy supplies furnished by the United 
States in 1948, much of it under aid. Part of the sub- 
stitution for United States goods occurred through an 
actual reduction in import requirements in the indi- 
vidual countries as their own agriculture and industry 
were rehabilitated, and part was the result of an up- 
surge in intra-European trade. In addition, it proved 
possible to find alternative sources of supply for cer- 
tain United States products, such as raw cotton and 
fats and oils, in other oversea countries not requiring 
dollars in payment for their goods. 


Contrary to the general trend in continental western 
Europe, in Australia and the United Kingdom, where 
relatively tight controls on dollar imports were in force 
in 1948, the relaxation of these controls made for a 
higher share in United States exports in 1954. This 
was more than offset by a decline in the share of other 
sterling countries, owing to the fact that United States 
shipments to India and to the Union of South Africa 
in 1948 had been relatively high partly because of 
food shortage in the former and because the latter was 
still drawing heavily on its war-accumulated gold 
reserve to meet the pent-up demand for investment and 
consumer goods from abroad. 


Unlike western Germany, Japan more than doubled, 
its imports from the United States from 1948 to 1954, 
partly because the problem of structural adjustment 
to post-war changes appears to have been more in- 
tractable in Japan and partly because adequate dollar 
resources were available from military expenditures 
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in Japan by the United States. Certain other countries 
receiving substantial aid from the United States in 
1954, such as Indochina, Israel, Spain and Yugoslavia, 
were also able to increase their share in United States 
exports. On the other hand, the share of the Philippines 
dropped owing to reduction in United States aid; and 
shipments to eastern Europe and mainland China fell 
to less than one-twentieth of 1 per cent of the total. 


Tt should be added that United States non-military 
exports of goods and services increased by $1.8 billion 
to $19.6 billion from 1954 to 1955, with higher exports 
of merchandise accounting for $1.4 billion of the in- 
crease, of which 60 per cent went to western Europe 
and 33 per cent to Canada. The over-all volume of 
commercial exports rose 10 per cent, food and raw 
materials leading the advance, with manufactures rising 
only 7 per cent. Most of the increase to western 
Europe consisted of non-agricultural raw materials, 
especially coal, steel and steel scrap; higher exports 
of wheat (owing to the poor quality of western 
Europe’s 1954/55 crop) and of other agricultural 
commodities, sales of which were stimulated in part 
by special surplus disposal programmes of the United 
States Government, were to a considerable extent offset 
by lower shipments of cotton. Most of the increase in 
exports of machinery and consumer durables, on the 
other hand, went to Canada. 


Although some part of the rise in exports in 1955 
was no doubt attributable to liberalization of dollar 
imports by a number of western European countries, 
the proportion was apparently not very large. On the 
whole, the rise should rather be ascribed to the con- 
tinued lag in basic coal and steel production in western 
Europe behind the advance in engineering output, es- 
pecially in the United Kingdom; to further progress 
in the economic development of Canada, and the 
recovery of that country from the recession of 1954; 
and to food surplus disposal by the United States 
Government. Thus, the upsurge in United States exports 
in 1955 does not basically change the general picture 
provided above, of a relative decline in the world’s 
dependence on United States shipments since 1948, 
although it does indicate that, over and above its 
normal sales abroad, the United States continues to 
act as an emergency source of supply to which coun- 
tries still turn in the event of temporary shortages 
such as those resulting from poor harvests or industrial 
bottlenecks. 


United States imports 


While the recovery of the rest of the world from 
the effects of the war made it possible for output and 
income to advance without anything like a propor- 
tionate increase in the demand for imports from the 


_dollar area, exports to the United States rose during 


the post-war period in line with the growth in the 
national product in that country. 


Table 32. Supply of Dollars by the United States and their Use | Other Countries 


(Millions of dollars) 
Depend- 
me Dalat * Conti- encies of Inter- 
Item and year European Oversea nental conti- All national 
Latin sterling sterling western nental Other other institu- 
Total Canada America _—_ countries® area Europe» Europe Europe» countries tions 
SUPPLY OF DOLLARS BY THE UNITED STATES 
United States imports of goods and services :° 
VAG 5255 20 cae ashe Sia Bbw Ya race bawus dled devas STR Bale qegrata toe OTA ars Slee die 9,496 2,018 3,057 749 1,090 1,150 320 227 782 103 
OA ie inaca ot varatiecare ro Gales beadh Rew ghia Ne wore lana eS aiote Seeleate ates 13,277 2,842 4,054 1,136 —=—-4,126 2,365 437 44, 1,232 41 
United States government transactions :%° 
OAR soos date iG ied seed. ark SR a doe gees ontow eae kat eee s 5,651 27 2 1,012 28 3,160 31 25 1,247 119 
LOG seca iccss aire eaeidila sols Taw oY voir oil6ve rh 09S leraso tal8 GS loveld Since bel Rie DebiR olrwce 4,208 199 102 425 171 1,858 V7 6 1,311 59 
Private capital and donations (net) 
19 4B lean cela bate cule ee nem eae ds wd eae eda teed ere ae eens 1,585 200 378 91 90 414 19 73 307 - 13 
OGG) esis: serascia sea ee rele ee Gale eee DEM he asere wee eee enelsleRt S 2,073 423 548 186 126 243 —7 16 374 164 
Total supply of dollars 
LOGS: oe borates a eigd tisha inate Metaran ae aie Gave's adie, a evateen ate eas 16,732 2,245 3,437 1,852 1,208 4,724 370 825 2,336 235 
LOGS Heaiaaity cee ibe gad Geese nails Bhim ea teehe oeaee 19,558 3,464 4,704 1,747 1,423 4,466 507 66 2,917 264 
USE OF DOLLARS BY OTHER COUNTRIES 
United States exports of goods and services :* 
AG assed Baca oh Woden sale Sie BANS Le Bee a, S ar op ocny ead dibud We eae lawn g Meee a 16,758 2,478 4,175 1,096 1,577 4,633 437 266 2,008 88 
ODE cciscais 2s lace vecsnalarbrele le bee ie ale ievé Wsove Wdtw oihhe le Nase NE salaralseloleealehens 17,764 3,830 4,648 1,392 1,418 3,565 318 30 2,488 1 
Increase in gold and dollar assets 
NAB 5. ce-sie site vban eth ws dcaayi's dares’! Sie taadelay ace ays wioneudiiands none! Sigpal Sse ele ee —1,178 382 —T74 —476 —545 —192 5 —66 - 132 —344 
ODEs cicero ve Maren es. as seetate dered eet Sesh Seca lela atRa wer eyecare: ¢ 1,757 39 167 80 —24 1,414 —60 1 —49 189 
Multilateral settlements, and errors and omissions :® 
OAD ge Sadho Be pickets aba oe be Rives Fares Dele SW eee Loa Gees bee 1,152 —615 —~664 1,232 176 283 —72 125 196 491 
NOD scab besitis Gece Goa wleieaconineierestese DO ewitre el dusvecereuers Beealeyioverelacedove’e 37 —405 —lll 275 14 —513 249 35 493 — 
Source: United States Department of Commerce, Survey of Current Business, June 4 Including government unilateral transfers, loans and military expenditure abroad; 
1955, and supplement, Balance of Payments of the United States, 1919-53. excluding government miscellaneous services and interest receipts. 
4 Iceland, Jreland and United Kingdom. e Excluding military aid and exports of goods and services in connexion with 
>In addition to continental countries in the Organisation for European Economic such aid. 
Co-operation, Finland, Spain and Yugoslavia are included in 1954; in 1948 the latter t Minus sign indicates sale of gold or liquidation of dollar assets by other countries. 
three countries are included with “Other Europe.” & Apart from errors and omissions, minus sign indicates net receipts of dollars 
¢ Excluding military expenditures abroad. from countries other than the United States. 
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In the period 1947 to 1954 as a whole, there was a 
slight decline in the ratio of the value of imports to 
the national product in relation to the pre-war period, 
as indicated in the figures below. A relatively sharp 
drop in this ratio in real terms was partly offset by 
the much greater rise in import prices than in domestic 
prices. The increase in the real national product and 
in import prices since the nineteen thirties has sufficed 
to bring about a sharp rise in the absolute value of 
imports. 


Percentage ratio of imports 
to gross national product 


In current In 1947 


prices prices 

1929-1938 average ......... 2.99 3.66 
1947-1954 average ......... 2.91 2.66 
V9AT xe wacheticke ene eee’ 2.44 2.44 
VOAS os Sik S eaadoesearenaterere 2.76 2.65 
1949) ote to edonttiat ei ee 2.56 2.61 
L950 oe iia eee ier ote 3.07 2.90 
VOSS ese atet tee e eect kata%s 3.30 2.67 
1952 sce atgaccsl teetd de aet 3.11 2.70 
D958 wise See ccd s sesie wee 2.96 2.71 
LOB ceive a wlateett alias te neve 2.84 2.57 


An examination of the data shown above suggests 
a fair measure of stability in the real import ratio 
during the post-war period. The ratio was relatively 
low in 1947 presumably because of supply difficulties 
in the rest of the world, and relatively high in 1950 
on account of the heavy inventory accumulation which 
followed the outbreak of the Korean conflict as well 
as the postponement of purchases prior to the devalua- 
tion of sterling in September 1949. Finally, the fall in 
the ratio from 1953 to 1954 was due to the shift from 
accumulation of inventories to liquidation during the 
United States recession. Government stockpiling opera- 
tions accentuated the rise in imports in 1950 and the 
decline in 1954, 


Superimposed upon a relatively stable real import 
ratio was a cycle of import prices, rising from 1947 
to 1951 at the peak of the Korean boom, declining 
from then until 1953, and then tending to rise once 
more.** The net effect of these developments was that 
the proportional increases in the value of imports and 
of the national product from 1948 to 1954 were of sim- 
ilar orders of magnitude—40 per cent or more. 


Virtually the entire increase in the volume of 
imports from 1948 to 1954 was concentrated in semi- 
finished and finished manufactures, and in manu- 
factured foodstuffs; these commodity groups were 
probably more seriously affected by shortages in the 
rest of the world in 1948 than were the crude food- 
stuffs and materials which the United States imports. 
If the year 1954 is compared with the pre-war period 
1936-1938, the main shifts in the composition of im- 


41 More precisely, most import prices were stable or con- 
tinued to fall from 1953 to 1954, but a lift was imparted to 
the import unit value index as a whole by sharp increases 
in the import prices of cocoa and coffee. 
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ports, by volume, have been a decline in the relative 
importance of crude and manufactured food and a 
rise in the share of semi-finished and finished manu- 
factures. Only part of the lag in food imports can 
be attributed to abnormal imports in the base period 
owing to drought. For the rest, there has been a 
slower rate of increase in food consumption in the 
United States than in real national product as well as 
a sharp fall in the share of imports in total food con- 
sumption. The shortage of coffee supplies throughout 
the post-war period was a major element in the latter 
development, but import restrictions were also a sig- 
nificant factor in the case of some products. 


The relative increase in imports of semi-manufac- 
tures and finished manufactures seems to be due partly 
to a considerable growth in imports of durable goods 
corresponding to the rapid advance in domestic demand 
for consumption, investment and defence (including 
government stockpiling), and partly to the development 
of new sources of supply for metals and petroleum 
products, especially in the Western Hemisphere.*? The 
combined share of metals and manufactures, machinery 
and vehicles, and petroleum products in United States 
imports of semi-finished and finished manufactures 
rose from 21 per cent in 1936-1938 to 30 per cent in 
1948 and 37 per cent in 1954. 


While the average prices of most goods imported by 
the United States have increased two to threefold since 
before the Second World War, the average import unit 
value of crude foodstuffs has risen more than sixfold, 
largely under the influence of coffee imports; conse- 
quently, from the point of view of dollar earning 
capacity, this group of commodities actually gained as 
a percentage of the total despite the lag in the volume 
of shipments. 


Changes in the distribution of United States im- 
ports by area resulted from the developments in com- 
modity composition indicated above, as well as from 
other factors, such as the circumstances of the war. 
The reasons for the rise in the share of the Western 
Hemisphere in United States imports since pre-war 
years have already been reviewed above; the relation- 
ship of this change to the outflow of capital from the 
United States will be explored further below. Here it 
may be observed that some of the world’s major pro- 
ducers (other than the United States itself) of several 
of the commodities for which United States demand 
was growing most rapidly are located in the Western 
Hemisphere. These include, for example, petroleum 
(Venezuela), copper (Canada, Chile), lead (Canada, 
Mexico), sawmill products, paper base stocks and 
newsprint (Canada), and coffee (Brazil, Colombia). 


The rise in the share of the Western Hemisphere in 
United States imports from 1938 to 1948 was accom- 


42 The significance of United States direct investment in this 
connexion will be discussed below. 
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panied by declines in the shares of shipments from 
Europe, both eastern and western, and from a con- 
siderable number of Asian countries which had suf- 
fered from the war. However, the oversea sterling area 
as a whole improved its relative position slightly owing 
to the major rise in imports of wool from Australia, 
New Zealand and South Africa, cocoa from the Gold 
Coast and Nigeria, and jute from India and Pakistan. 


By 1954 economic expansion in western Europe and 
growing United States demand for metals and a variety 
of finished manufactures made possible a partial re- 
covery in western Europe’s share in United States 
imports. On the other hand, with some exceptions, 
total imports by the United States of the particular 
combination of commodities supplied by the oversea 
sterling area (notably rubber, tin, wool and burlap) 
either declined in value from 1948 to 1954 or at any 
rate failed to advance proportionally with other goods. 
In addition, the sterling area’s share in total rubber 
imports by the United States dropped sharply, owing 
mainly to the recovery of supplies from Indonesia and 
Indochina. Consequently, the share of the oversea 
sterling area in United States imports fell from 15 per 
cent in 1948 to 10 per cent in 1954. 


Service payments and capital outflow 


While imports of merchandise rose from $7.6 billion 
in 1948 to $10.3 billion in 1954, United States service 
payments, excluding military expenditures, increased 
from just under $1.9 billion to nearly $3.0 billion be- 
tween the same years. This represented higher outlays 
for transport services as merchandise imports grew, 
and as the rebuilding of the merchant fleets of other 
countries gained momentum; the expansion of tourist 
travel accompanying the rise in United States real 
income; and the revival and further development of 
a variety of services traditionally performed by enter- 
prises in western European countries. Nevertheless, 
the share of service payments in total imports of goods 
and services did not regain the average level of the 
nineteen thirties, largely because of the war-time and 
post-war liquidation by other countries of income- 
bearing assets in the United States. In addition, United 
States legislation provides for the carriage of one-half 
of foreign aid shipments in United States vessels. 


The net outflow of dollars from the United States 
resulting from private capital transactions and remit- 
tances rose from $1.6 billion in 1948 to $2.1 billion in 
1954, Canada and Latin America accounted for virtu- 
ally the whole of this increase, since, although private 
capital outflow to the rest of the world was higher, 
private. remittances were lower, having reached a 
post-war peak in 1948. 


Private capital flow has come to play a major role 
once again in the United States balance of payments, 
though of lesser importance relatively than in the nine- 


teen twenties.*® During the period 1948-1954 private 
net capital outflow from the United States, including 
the reinvested earnings of subsidiaries, was equivalent 
to 14 per cent of imports of goods and services,** com- 
pared with 19 per cent in the years 1920-1929 on the 
average. There have been some significant changes in 
composition. In the first place, while direct investments 
comprised over 80 per cent of total private net outflow 
in 1948-1954, the corresponding percentage for the 
nineteen twenties was only 30 per cent. Government 
capital outflow has also assumed considerable im- 
portance. 


The distribution of direct investments has changed 
also. As is evident from the following classification 
(in percentages), the extractive industries have 
accounted for nearly two-thirds of all United States 
direct investment abroad in recent years, although 
they represented Jess than one-third, by value, of the 
amount outstanding in 1929. 


Value of direct 
investment abroad 
outstanding in 1929 


New outflow of 
direct investment, 
1948 to 1954 


Manufacturing ............ 24 15 
Railways and public utilities 21 2 
Mining ...........00e0eee- 16 19 
Petroleum .............04. 15 45 
Agriculture ............... 12 1 
Other industries ........... 12 18 

ToraL 100 100 


A third and final difference from the nineteen 
twenties concerns the relationship between new out- 
flows of funds and the return flow of interest, profits 
and dividends on past investments. In the nineteen 
twenties, as mentioned previously, the United States 
had only lately become a creditor nation; consequently, 
net new investment exceeded income receipts, even in- 
clusive of the service due on government loans. In 
recent years, on the other hand, the United States, now 
a “mature” country from the point of view of its 
foreign investment position, has been receiving sub- 
stantially more in the way of income on past invest- 
ments than it has, on balance, lent abroad either on 
private account alone or on private and governmental 
accounts combined, as shown on the following page 
(annual averages in millions of dollars) .* 


Inevitably, of course, unless its net outflow of funds 
rises continually, any lending country will ultimately 
tend to accumulate a stock of foreign assets yielding 
a return in excess of the current outflow: this simple 
arithmetical fact has nothing to do with the balance 
of advantage resulting from the international flow of 
capital. 


43 The present discussion is limited to the direct effects of 
capital flow on the trade and balance of payments of the 
United States with the rest of the world. 

44Excluding military expenditures. 

45 A minus sign indicates outflow of capital. 
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1920-1929 1948-1954 
Private net capital outflow ........ —956 —1,639 
Direct investments, net® ........ —288 —1,343 
New issues ...........00eeeeee —T17 —268 
Redemptions ................. 264 130 
Other long-term capital, net..... —65» —52 
Short-term capital, net ......... —150° —106 
Government net capital outflow.... 19 —253 
. Long-term capital, net ......... —27 —498 
Repayments .................. 46 267 
Short-term capital, net ......... = —22 
Investment income .............. 837 2,372 
Direct investments* ............ 408 1,997 
Other private investment ....... 300 199 
Total, private investment ..... 708 2,196 
Government investment ........ 129 176 


Including reinvested earnings of subsidiaries. 
bSeven-year average; data not available for 1923-1925. 
¢ Seven-year average; data not available for 1920-1922. 


One important point of similarity between the post- 
war years and the period before 1929 concerns the 
geographic distribution of investment. Over 70 per 
cent of direct investments outstanding in 1929, by 
value, were in the Western Hemisphere, and the pro- 
portion has been similar during the entire period 
since that time. However, Canada alone has accounted 
for over one-half of all new direct investment since 
1952, compared with a share of just over one-quarter 
in the stock of direct investment in 1929. It is likely, 
moreover, that portfolio investments, which were of 
much greater relative importance in the nineteen 
twenties than recently, were more widely distributed 
geographically than direct investments. 


The outflow of capital has exercised a major influ- 
ence both on the exports and on the imports of the 
United States. For example, the outflow of funds for 
direct investment, including reinvested earnings of 
subsidiaries, averaged over $1.3 billion a year from 
1948 to 1954, and it is fair to assume that much or 
most of this was expended on United States equipment 
of various kinds. A high proportion of other funds 
lent abroad, whether by private interests or by 


From 


re 
United States-ouned 
companies, 1952 


(per cent} 


Crude oi] 2.0... . ccc cece ec eee 95 
Refined oi] ..... ccc cece eee eee 70 
COPPer ashe essai ee Sele tis Sealy oe 85 
Paper base stocks ..............-. 15 
Nickel. wiccnoaetendecws ei aoe 90 
Aluminium ......... 00 ccc eee eee 90 
TBO 6s) oie e ein ad ye siee anes aes 55 
Tron OTe wo... cece eee cece eee eees 50 


Total, above items 


Total, United States imports of 
crude and semi-manufactured 
materials 


the Government, has also no doubt come back to the 
United States in the form of demand for investment 
goods: these funds, net of repayments and redemp- 


tions, have averaged some $550 million a year since 
1948. 


It is not possible to indicate in any detail the types 
of exports affected by capital outflow in the United 
States, though evidently machinery required in the 
extraction of oil and metallic ores and in the con- 
struction of accompanying facilities must have been 
among the commodity groups mainly affected. 


Again, comprehensive data on the extent to which 
United States imports are derived from United States- 
controlled companies operating abroad are not avail- 
able. Estimates have been made showing that in 1952 
more than one-half, on the average, of the import 
value of nineteen major commodities—mainly primary 
products—was derived from American-owned pro- 
ductive facilities abroad.** The imports of these 
selected commodities from United States enterprises 
accounted for more than one-fifth of all United States 
imports and for over 30 per cent of imports of raw 
materials (including semi-manufactures). 


While the latter estimates are necessarily an under- 
statement of the over-all importance of American- 
owned enterprises in United States imports, owing 
to the incomplete coverage of the data,*” particularly 
for manufactures, they suffice to indicate the relation- 
ship between the expansion of United States direct 
investment and the growth in United States imports. 
For the present purpose the discussion may be con- 
fined to seven product groups, listed below, 50 per cent 


46 United States Department of Commerce, Survey of Current 
Business, December 1953, page 14. 

47 An additional source of possible understatement results 
from the method of estimation. Where there were several pro- 
ducers of a commodity within a country and no information 
regarding shipments by United States enterprises, United 
States imports were attributed to United States producers in 
proportion to their share in the output of the commodity in 
that country. In practice it would not be unreasonable to ex- 
pect the proportion to be higher than this. 


Value 
(millions of dollars) 


1936-1938 
average 1048 1954 
42 416 828 
40 203 361 
101 316 289 
20 61 155 
9 58 143 
1 106 122 
5 27 119 
218 1,187 2,017 
1,263 3,780 4,722 
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or more of the imports of which were, in 1952, derived 
from United States companies operating abroad. Total 
imports of these seven products represented just over 
17 per cent of the value of all imports of raw materials 
(including semi-manufactures) by the United States in 
1936-1938; but they accounted for over 38 per cent 
of the increase in raw material imports from 1936- 
1938 to 1948. More significant still is the fact that 
imports of these seven products alone rose $830 
million from 1948 to 1954 while imports of all raw 
materials increased $942 million, as the preceding 
data indicate. 


It may be seen, therefore, that United States private 
capital has, during the post-war period, sought out 
and developed those mineral and other resources for 
which United States demand has been expanding most 
rapidly. This has undoubtedly been of major impor- 
tance in strengthening the position of Canada and Latin 
America as suppliers of primary commodities to the 
United States. Most recently, the proportion of new 
investment going to Canada has risen sharply while 
investments elsewhere, including even those in Latin 
American countries, have tapered off, largely because 
of the completion of oil installations. 


A Post-War Perspective 


The growth of world trade since the Second World 
War has been remarkable, all things considered. It 
might have been thought that conditions were far 
less favourable for the recovery of world trade than 
those which prevailed at the end of the First World 
War. The political and economic upheaval and de- 
struction were of far greater dimensions during and 
after the second war; and the tariffs of the nineteen 
twenties were minor barriers to trade compared with 
the maze of quantitative restrictions, exchange con- 
trols and inconvertibility of currencies characteristic 
of the nineteen forties and fifties. With all the easing 
of such restrictions and controls that has occurred 
during the past few years government-imposed ob- 
stacles to world trade remain of a magnitude in- 
comparably greater than anything conceived of before 
the great depression. Not the least of the inauspicious 
circumstances attending developments since 1945 has 
been the division of the world into two economic 
areas—the centrally planned economies and the rest 
of the world—trading relatively little with one another. 


In actual fact the recovery of trade, as of pro- 
duction, was much faster after the Second World War 
than after the first, and the expansion to new levels 
which followed was much more vigorous. It is irue 
that one phase of the expansion—that which followed 
the outbreak of hostilities in Korea—was associated 
mainly with a very sharp rise in defence expenditures 
in the leading industrial countries. But the levelling 
off in government expenditures which occurred sub- 
sequently did not bring with it any decline from the 
levels of world trade reached during the rearmament 
boom (apart from a brief setback in 1952). On the 
contrary, the volume of world trade reached new 
high ground in 1954 and 1955—-when the government 
sector was no longer providing the dynamic element 
in the advance in production. 


It appears, then, that trade has been held back 
much less than might have been expected by the vari- 


ous limitations and controls prevalent throughout most 
of the world. Indeed, a careful examination of the lag 
between world trade and world output since 1938 
shows that a major part of the lag is due to circum- 
stances having nothing to do with trade restrictions. 
The first of these circumstances is the fact that a 
larger share of world output is now being produced 
in countries whose imports are small in relation to 
their output or income. The second is the lag in food 
consumption in relation to income, together with the 
reduction in the raw material import content of manu- 
facturing which has accompanied the structural shift 
in the industrial countries from light to heavy in- 
dustries. 


This is not to say that the impact of restrictive 
national policies upon the growth of international 
trade has been unimportant. Outstanding is the case 
of world trade in food, which has undoubtedly been 
affected by national measures aimed at providing 
adequate standards of living for farm populations and 
reducing the dependence of net importing countries 
upon supplies from abroad. Nor can it be doubted 
that the controls on trade have in many cases operated 
in such a way as to reduce the benefits which might 
otherwise have been obtained from international 
specialization and exchange. 


On the whole, it would probably be true to say, 
however, that prevailing restrictions have affected the 
commodity composition and the regional distribution 
of trade more than its amount. For virtually all 
countries outside North America the primary limitation 
upon the volume of imports since the war has been 
the level of foreign exchange resources availablé to 
them—whether derived from export proceeds or from 
other receipts. The capacity to import has, of course, 
been affected wherever the exports of countries, both 
developed and under-developed, have been held back 
by inflationary pressures, thereby making it necessary 
for import and exchange controls to be used to check 
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the consequential external disequilibrium. The fact 
remains that most countries are now spending a higher 
fraction of their incomes on imports than in 1937, 
and that those spending a smaller proportion do not 
consist exclusively of countries with import controls. 


What is certainly true, however, is that the trade 
of the world has become more compartmentalized 
in the past thirty years: in other words, a growing 
proportion of the world’s trade is carried on between 
the great industrial centres and other countries asso- 
ciated with them economically, and even, to some 
extent, politically. There can be no doubt that re- 
strictions of various kinds have contributed powerfully 
to this outcome, although many other factors are also 
involved, particularly the separation of the Western 
Hemisphere from the Eurasian continent during the 
war and the long-established tendency for British, 
French and United States capital to flow most readily 
to the sterling and franc areas and to the Western 
Hemisphere, respectively. 


A major element underlying post-war trade restric- 
tions and tending to accelerate the compartmentaliza- 
tion of trade has been the dollar gap. The exports of 
the dollar area countries are closely determined by 
the value of dollars disbursed to the rest of the world 
through their imports, together with the capital out- 
flow and various governmental outlays abroad of the 
United States (subject only to prudent provision for 
some raising of gold and dollar reserves above 
present low levels). Assuming no major changes in the 
sources of the world’s dollar supply, the removal 
of controls on trade by the countries now employing 
them would involve as a prerequisite a sufficient dis- 
inflation to equate the demand for dollars to the supply 
at something like the present level and rate of increase 
in that level. / 


It is extremely difficult to determine how great an 
adjustment would be involved. The magnitude of the 
residual dollar gap on commercial transactions at the 
current level of exchange and trade restrictions was 
of the order of $2.4 billion in 1954 and $3.4 billion 
in 1955, This represented a major improvement in 
the dollar balance compared with the years immedi- 
ately after the Second World War. While the dollars 
earned from goods and services supplied to the United 
States rose in parallel with the national output of 
that country, it proved possible to expand production 
considerably in the rest of the world without a pro- 
portional growth in the demand for dollar goods— 
despite the steps taken in many countries to reduce 
discrimination against the dollar countries. This was 
because of expanded output outside the dollar area 
in a number of key primary products such as wheat, 
raw cotton and petroleum and because of recovery 
in the export potential of western Europe in manu- 
factured goods, and particularly the return of western 
Germany and Japan as major suppliers of such goods. 


The remaining dollar gap did not give rise to serious 
difficulties because the commercial “gap” was sub- 
stantially less than the total of economic aid and 
military expenditures overseas of the United States 
Government. Indeed, important additions to gold and 
dollar reserves were made by many countries even 
during the trough of the United States recession of 
1954. 

On the other hand, no clear self-sustaining pattern 
of international settlements has emerged thus far 
on a long-term basis. Most solutions to the dollar 
problem envisaged by economists in the early post- 
war. period involved a resumption of what has gener- 
ally been accepted as the pre-war system of multi- 
lateral settlements. In this system the industrial coun- 
tries of western Europe earned dollars from export 
balances with primary producing countries, with 
which they were able to pay for their own surplus 
of imports from North America, while the primary 
producing countries in turn earned the dollars with 
which to pay for their net imports from western Europe 
through export balances derived from supplying food 
and raw materials to the United States. A restoration of 
this pattern—possibly amplified by additional receipts 
of free dollars by primary producing countries from 
United States oversea investment—was considered to 
be essential to the establishment of a functioning world 
economy. 


In practice, the reduction in the dollar gap char- 
acteristic of the period 1948 to 1954 was not accom- 
panied by any major developments in the direction 
indicated above. If western Europe’s dollar deficit 
has been reduced, it is primarily because imports from 
North America have been curtailed while exports to 
North America have expanded, and because western 
Europe has been the main recipient, apart from Japan, 
of oversea military expenditures by the United States; 
the reduction in western Europe’s dollar deficit was 
not, in other words, the result of any important growth 
in western Europe’s dollar earnings in “third markets”. 
There has been no obvious tendency for primary pro- 
ducing countries as a whole to develop export balances 
with North America on a consistent basis. Almost the 
only significant exception to this exists in the net earn- 
ings of dollars by certain of the western European 
dependencies. 


The structure of international payments emerging 
in 1954-1955 appears to have been weakest at one of 
its most critical points—in the sterling area. This weak- 
ness cannot simply be ascribed to the tendency for the 
level of demand in some of the sterling area countries 
to press more strongly against resources than in the 
rest of the world in general. Certain structural prob- 
lems are also involved, not the least of which is the 
fact that United States demand for the particular com- 
bination of primary commodities exported by the 
sterling area has not exhibited a long-term tendency 
to expand in line with total imports. 
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The structural elements in the residual dollar gap 
do not affect all areas equally—some countries or 
areas are better placed than others in the sense that 
a larger proportion of their exports consists of com- 
modities for which North American demand has been 
rising rapidly. Consequently, if the burden of adjust- 
ment were placed entirely or mainly upon the deficit 
countries, the extent of the measures required would 
vary considerably. Moreover, if the adjustment were 
to be attempted through a process of disinflation alone, 
it is not certain whether in particular areas or countries 
the extent of the disinflation required would be re- 
garded as politically acceptable; or whether a new 
equilibrium, once reached by this means, could be 
maintained consistently with a satisfactory rate of 
economic growth,*® 


This is a problem which is of even more importance 
to the under-developed than to the developed countries, 
where at least certain minimum standards of economic 
welfare have been achieved. The development of world 
trade thus far in the post-war period provides some 
reason for satisfaction to the under-developed coun- 
tries, but considerable grounds for concern also. 


On the positive side must be placed the continuous 
expansion of economic activity in the industrial 
countries, generating progressively larger demands 
for imported primary products. It is true that the de- 
mand for primary products has not risen as rapidly 
as output in the industrial countries. But the capacity 
of under-developed countries to import has grown 
much more than the volume of their exports because 
of a considerable improvement in their terms of trade 
both from 1938 to 1948 and from 1948 to 1954. 


48 An attempt to correct the disequilibrium by devaluation 
would probably not eliminate the need for disinflation. Whether 
the amount of disinflation required would increase or decrease 
as a result of devaluation would depend upon the relevant 
demand and supply elasticities as well as upon any possible 
secondary effects of the devaluation on domestic investment. 
In the modern age of full employment and strong trade unions, 
moreover, any government contemplating devaluation must be 
prepared to reckon with a significant wage-price spiral. 
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This increase in the capacity to import has been 
utilized for the purchase of much greater quantities 
of investment goods than before the war, and in 
many countries import and exchange controls have 
been freely used to restrict imports competing with 
domestic production, notably of textiles, and thereby 
to ensure the maximum use of their resources for the — 
import of essential food, raw materials and capital 
equipment. 


Developments have been much less satisfactory from 
the point of view of the distribution of the benefits 
from trade and also the stability of trade and pay- 
ments. As already indicated, the distribution of the 
increase in export proceeds has depended upon whether 
the commodities produced by a particular country 
happen to be those for which world demand is growing 
most rapidly. Some countries have been drawn only 
to a very limited extent into the general orbit of 
prosperity resulting from economic advance in in- 
dustrial countries. And even among those countries 
which have benefited the most are many whose econo- 
mies have suffered severely from the sharp price fluc- 
tuations characteristic of nearly all primary products. 


It seems clear that part of the persistent imbalance 
in international trade and payments has its roots in 
the measures adopted by many countries, both de- 
veloped and under-developed, to promote capital in- 
vestment and industrial development. How far an 
adequate rate of economic growth is consistent with 
international balance in the sense in which this term 
has often been understood in the past is a question 
to which experience thus far provides no clear guide. 
It is, however, not unnatural for countries, especially 
those which are under-developed, to take the view 
that the concept of international balance was too 
narrowly conceived in the past; and that an adequate 
rate of economic growth is itself an indispensable 
ingredient of “international balance”, as that term 
would have to be redefined in modern times. 


Chapter 3 


PRODUCTION AND TRADE OF THE CENTRALLY PLANNED ECONOMIES 


Post-War Institutional Changes 


Within a period of a few years following the Second 
World War, virtually all of industry, wholesale trade 
and banking, and most of retail trade were nationalized 
in the countries of eastern Europe. In mainland China, 
the nationalization programme began in 1949; by 
1952, banking and a large part of internal trade 
were nationalized, but the degree of nationalization 
in industry was lower than in other countries (see 
table 33). Since 1952 the formation of joint State- 
private enterprises has been accelerated, so that vir- 
tually all industry is now either wholly or partly 
nationalized. 


In the course of extensive post-war agrarian re- 
forms, large landed estates were divided among land- 
less peasants and smallholders; about 25 per cent of 
the total agricultural area in the centrally planned 
economies changed hands during this period as com- 
pared to 12 per cent during the inter-war period.* 
Although the size of many farms was increased, the 
number of undersized farms also increased, and on the 
average the amount of arable land per household did 
not exceed five hectares.? Part of the expropriated land 
remained in the possession of the governments per- 
manently or for further allocation to individual 
farmers; nevertheless, the reforms increased the num- 
ber of private owners in agriculture. 


A drive for collectivization of agriculture which be- 
gan at the end of the reconstruction period, was sharply 
accelerated during 1950-1953. This drive coincided 
with a period of accelerated industrialization and was 
motivated by current needs as well as by long-term 
problems of development of agriculture. The existence 
of a large number of individual farms rendered difficult 
the control of production and disposal of farm output, 
while the small size of peasant holdings was considered 
an obstacle to the development of modern techniques, 
to large-scale mechanization, and to the release of 
manpower for industry. As a result of this drive, the 
structure of agriculture in eastern Europe, other than 


1 This relates to eastern Europe only. In Poland and Czecho- 
slovakia, a considerable proportion of the land distributed was 
obtained through expropriation, the German population having 
been expelled. 

2Food and Agriculture Organization of the United Nations 
and Economic Commission for Europe, European Agriculture 
(Geneva, 1954). 
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in the Union of Soviet Socialist Republics, was again 
changed substantially. By the end of the period, be- 
tween 20 and 60 per cent of arable land belonged to 
the State and co-operative sectors of agriculture, with 
co-operative farms predominant in all countries except 
Poland, Romania and Yugoslavia. The expansion of 
the socialist sector took the form chiefly of an increase 
in the share of co-operative farming while that of State 
farms remained relatively unchanged (see table 33). 


In Yugoslavia, where collectivization initially pro- 
ceeded much more rapidly than in other countries, 
permission was given to peasants in 1953 to leave the 
collective farms, to rent land and to hire labour. How- 
ever, the maximum size of private holdings was reduced 
from 35 to 10 hectares. This change in policy was 
motivated by a lack of equipment, which made col- 
lective farming inefficient. The number of collective 
farms consequently declined from about 5,000 in 1952 
to about 875 in 1955, and the share of State and 
co-operative land in the total fell from about 26 per 
cent in 1951 to 9 per cent in 1955. 


In mainland China, an agrarian reform introduced 
in 1949 was virtually completed by the winter of 1952,/ 
53. While there was a rapid expansion in State farms, 
collective farming was not yet developed; instead, 
peasants were organized into mutual-aid teams and 
producers’ co-operatives,? which according to the 
original plan would be gradually transformed into 
collective farms towards the end of the present decade. 
The proportion of peasant households organized into 
mutual-aid teams and producers’ co-operatives rose 
from 11 per cent in 1950 to 60 per cent in 1954. 


Tn the Soviet Union economic activity continued 
within a virtually unchanged institutional framework; 
the only major change during the post-war decade 
was the amalgamation of collective farms into larger 
units, reducing their number from 245,000 to 96,000 
in 1952. 


The nationalization of industry and trade and the 
concentration of economic power in the hands of the 
central governments were accompanied by the introduc- 


8 For explanation of mutual-aid teams and producers’ co- 
operatives, see United Nations, World Economic Report, 1951-52 
(sales number:1953.IL.C.2), page 53. 
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Table 33. Shares of Socialized Sector in Industrial Production, Agriculture and National Income 
(Socialized sector as per cent of total) 


Czecho- Mainland Eastern 
Item and year Bulgaria slovakia China Germany Hungary Poland Romania Yugoslavia 
Industrial production (gross value) : 
V94G «wise hariteheredes sisted vs enbin See Sie 34 15 seus mie 56 80 seve 
LOAB” oles Osa ein Mckee Ikon tats oie hase 93 95 37% 78» 928 94 95> Seis 
LOB Z: schew o.c subcldavete acy wie Sateetale eg ae easiness 99 99 61 85° 98 100 96 100 
Agricultural land:4 
Co-operative farms, 1949 ..........2.000 eee 112 7 62 8 Sl 15t 
State farms, 1949 oo... .. ec cece eee eee 25 Ki 6§ U4 4 
Co-operative farms, 1950 ........ 0. eee eens 44 15 11 - 14 2 4 18 
State farms, 1950 ........ 0... cece eee eee eee 2 10 Pe 5h 8 11 4 4 
Co-operative farms, 1954 ...........e eee e ee 61 333 60 14 18* 8 12} 4 
State farms, 1954 2.0.0... .. cece eee eee eee 3 gi 4 13* 1p 13! 5 
National income: 
VO4G oy. sand owen wiaceara tere neO baw aoe sa Oweiaeeee 39 50 54 45 52 
V95 0! onde Maveaicsase clnsdieretr ede oa we ela Nedagate 69 62 70 66 63 pas 
19D ef rnlo Siackesisnh tte dpicateleinat Soe eae ae eeileledse 82 90 87 75 70 70 


Source: Reports on fulfilment of plans and other official 
sources; Food and Agriculture Organization of the United 
Nations and Economic Commission for Europe, European 
Agriculture; United Nations, Economic Survey of Europe in 
1954 (sales number: 1955.IJ.E.2) ; Voprosy Ekonomiki, No. 7, 
1954 (Moscow) ; Statisticki Godisnjak, 1955 (Belgrade) ; Hsin 
Hua Monthly (Peking). 

a 1949, The figure for 1949 as well as that for 1952 refers 
to’ State, co-operative and joint government-private enterprises. 

b 1950, 

¢ 1953, 

4In percentage of agricultural area at the end of the year, 
if not otherwise stated, except for mainland China, where the 
data relate to the number of peasant holdings organized in 
producers’ co-operatives and mutual aid teams as a percentage 
of the total. 

e 1948. 

{Exclusive of rough grazing area belonging to the State. 


tion and gradual extension of centralized planning. 
During the early post-war years, this planning was 
limited, in countries other than the Soviet Union, to 
the formulation of targets for specific industries or 
enterprises for short periods (less than one year) and 
to the allocation of key items in scarce supply. At an 
intermediate stage, annual plans for specific industries 
were formulated, and subsequently all countries intro- 
duced their plans for reconstruction covering all 
economic sectors.* 

The development plans which followed the recon- 
struction period were much more comprehensive than 
the earlier ones and covered a period of five or six 
years. The number of specific items planned in detail 
was considerably extended; in many fields prospective 
changes in technical co-efficients relating input to out- 


4Poland and Hungary began their three-year plans for re- 
construction and Bulgaria and Czechoslovakia their two-year 
plans in 1947, while eastern Germany and Romania began 
their two-year plans for reconstruction in 1949. In mainland 
China annual plans during the reconstruction period up io 
1952 were also partial in character; it was only in 1953 that 
a comprehensive plan was first adopted, covering 1953-1957. 
Yugoslavia had prepared a five-year plan in 1946; however, 
even this plan, although more extensive in scope and more 
detailed than the plans of other couniries, was of a rather 
general character, detailed targets being prepared only for 
some key industries. 


In 1951 the total State and co-operative sector represented 
26 per cent and the co-operative sector alone, 22 per cent of 
the agricultural area. 

h1951. 

i September; cultivated land. 

jArable land, December 1953. In mid-1953 the government 
and co-operative sectors represented 53 per cent of the total, 
and the co-operative sector alone, 44 per cent of arable land. 

k Arable land, mid-1954. In March 1953, the government and 
co-operative sectors owned 37 per cent and the co-operative 
sector alone, 26 per cent of total arable Jand. 

1 Arable land. 

mThe data on State farms in 1954, except for Yugoslavia, 
are residuals of the figures for total and for co-operative farms. 
For some countries, they include communal property and Jand 
owned by government enterprises and other organizations, and 
they may include some government-owned land not allocated to 
State farms. 


put were planned and taken into account in setting up 
output targets, and “economic balances” relating out- 
put of various industries to one another were more 
extensively used. Further intensification of planning 
in the course of the development plan period brought 
the systems of eastern European countries closer to 
that of the Soviet Union. At the end of the period the 
plans became an integrated system, with detailed tar- 
gets set for all sectors of the economy, strictly con- 
trolled and enforced by the central authorities. 


During the early post-war years the national plans 
had been drawn up by individual countries indepen- 
dently. This was largely owing to the fact that their 
main objective was to reconstruct damaged plants and 
to bring into use existing industrial capacity. During 
the subsequent period, plans for economic develop- 
ment—both long-term plans and annual operational 
ones—took into account import requirements of other 
countries of the area, in so far as exports were needed 
to pay for a country’s own imports. However, the 
development programmes were little influenced by con- 
siderations related to international division of labour 
and comparative cost. Although a certain degree of 
specialization was introduced, all countries planned 
large increases in output of similar products — in basic 
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materials, in engineering and in other fields; except 
for some isolated specific cases no serious attempt was 
made towards closer integration of economic planning. 
In 1953 and in 1954, however, important changes in 
attitude towards economic integration emerged. In 
several countries, especially Czechoslovakia, Hungary 
and eastern Germany, the previous economic policy 
was criticized as tending to expand some industries for 
which no raw materials and fuel were available while 
the products of these industries could be obtained at 
lesser cost from other countries of the area. The ten- 
dency to develop all branches of heavy industry was 
rejected, and international division of labour within 
the area was emphasized as a necessary condition for 
a further rise in productivity. Elimination of “harmful 
parallelism” in industrial expansion of individual 
countries was considered indispensable for more 
economic utilization of resources, potentialities and 
equipment of each. This was to be achieved by bring- 
ing international co-operation within the area to a 
higher level, from commercial relations to integrated 
planning of output and specialization. The new five- 
year plans of each country were to be prepared in 
closer co-operation with other planned economies; 
Czechoslovakia and Hungary, whose five-year plans 
ended in 1953 and 1954, respectively, postponed the 
beginning of their new development plans until 1956 
to coincide with the introduction of new plans in 
the Soviet Union, Poland, Romania and eastern Ger- 
many. The new plans were to be prepared on the basis 
of division of labour among the countries of the group, 
taking into account availabilities of raw materials, fuel 


5 The tendency towards more integrated planning and a 
closer integration of the economies was recently emphasized 
in the following statement by N. Khrushchev: “Close economic 
co-operation gives exceptional opportunities for the best pos- 
sible utilization of production capacity and raw material re- 
sources and happily combines the interests of each country 
with those of the socialist camp as a whole. The development 
of specialization and co-operation is of great importance here. 

. Each European people’s democracy can specialize in 
developing those industries and producing those goods for 
which it has the most favourable natural and economic con- 

' ditions. This, incidentally, creates the necessary prerequisites 
for releasing considerable resources to develop agriculture and 
light industry and, on this basis, for satisfying more and more 
fully the material and cultural requirements of the peoples” 
(Pravda (Moscow), 15 February 1956). 


and power, as well as transportation costs and other 
elements of comparative cost.® 


The concentration of economic power in the hands 
of the central government and the introduction of 
centralized planning reduced considerably the effect 
of individual decisions on the pattern and rates of 
growth of the eastern European economies. Economic ° 
changes became subject to deliberate decisions of the 
central authorities, which could to a very large extent 
determine the distribution of existing natural and 
human resources among different uses. In these condi- 
tions it was possible to devote a high proportion of 
national product to investment and to achieve rates of 
growth considerably exceeding those of pre-war years. 


In mainland China, the introduction of centralized 
planning followed a pattern similar to that of eastern 
Europe but with a difference in timing. During the 
period of reconstruction following the cessation of the 
civil war in 1949, planning was limited in general to 
the allocation of only a few key commodities in short 
supply and to the formulation of annual targets for 
specific industries. After the recovery in production 
and the completion of nationalization of basic indus- 
tries and trade, mainland China in 1953 started its first 
five-year plan of economic development. 


Yugoslavia, which until 1950 applied the same plan- 
ning methods as other countries of the group and in 
which the centralization of planning and of direction 
of the economy was in fact more pronounced than in 
other countries, changed its methods substantially 
through a series of reforms undertaken between 1950 
and 1952. Specific planning of output of each enter- 
prise was abandoned, and the management of enter- 
prises became free to determine output and prices of 
their products and to sell freely on domestic or foreign 
markets. Plans, formulated on an annual basis, are 
confined to setting up general targets for aggregates, 
such as national product, consumption, investment 
and other expenditure. Indirect forms of regulation 
of economic activity, such as credit and fiscal policy, 
are relied upon, and direct administrative intervention 
in the work of enterprises is being avoided. 


Growth of Industrial Production 


Increases in industrial production in the centrally 
planned economies from the pre-war years to 1954 
ranged well over 100 per cent; for the Union of Soviet 
Socialist Republics the increase amounted to nearly 
190 per cent, and for the other eastern European coun- 
tries, excluding Yugoslavia, the average rise was over 
150 per cent (see table 34). While these increases are 
generally considerably larger than the average for the 
private enterprise economies, no direct comparison 
between the rates of growth is in fact possible, owing 


to major differences in methods of computation of the 
indices.® 


6 The indices of industrial production in all countries of 
the group represent gross value of output and involve some 
double counting, which might increase significantly in a period 
of rapid structural change. In the Soviet Union, the index of 
industrial production until 1950 represented gross output val- 
ued in 1926/27 prices, reflecting cost and price relationships of 
the pre-industrialization era which overstate long-term changes 
in output. One of the effects of rapid industrialization on cost 


(continued overleaf) 
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‘The significance of such comparisons is further 
limited by the influence of institutional and territorial 
changes on the indices of industrial production in east- 
ern Europe. The extension of the nationalized sector 
of industry in countries other than the Soviet Union 
has involved in varying degree a shift from handicraft 
production, smal] industries, or peasant home produc- 
tion which previously was not covered or inadequately 


(Footnote continued from previous page) 


relationships is a decline in cost of highly fabricated goods as 
compared to goods of low degree of fabrication; the rise in 
the share of highly fabricated goods in total output valued 
at prices of the beginning period imparts to the index an 
upward bias. In addition, the index was considerably inflated 
by the introduction of newly produced goods at current or 
close to current prices of the first year of production. Although 
in many cases various conversion factors were used in order 
to bring prices closer to 1926/27 levels, in fact a large pro- 
portion of goods were introduced into the index at prices of 
subsequent years. Since during that period the general level 
of prices was rising, this method had an inflationary effect on 
the index. The problems relating to this index were widely 
discussed in the Soviet literature and have also been reviewed 
at length by the secretariat of the Economic Commission for 
pene in the Economic Survey of Europe, 1951 (E/ECE/140/ 
ev.1). 

After the beginning of the fifth five-year plan in 1951, a 
new index of industrial production was introduced, based on 
wholesale prices of enterprises (that is, exclusive of turnover 
tax) as of 1 January 1952. The gross value of output for 1950 
was recalculated in prices of 1 January 1952 in order to assure 
comparability of data for the five-year plan period. No similar 
re-evaluation was made for the preceding period and the new 
index was simply linked to the old one. In order to avoid an 
upward bias owing to the remoteness of the base period, the 
index of industrial production for the new five-year plan period 
(1956-1960) will be based on prices of 1 July 1955 and again 
linked to the previous series (S. Genin, “On the Method of 
Calculating the Rhythm of Increase of Gross Output of Indus- 
try”, Voprosy Ekonomiki, No. 8, August 1955). Several other 
eastern European countries have also announced their intention 
of using indices weighted by prices of the first year of each 
five-year plan. : 
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covered by the indices of industrial production. This 
factor, very important during the period of nationaliza- 
tion of industry, continued to influence the indices 
during subsequent years, but its effect was decreasing 
as the proportion of output not covered declined in 
relation to total production.’ 


While industrial production expanded at a high rate 
throughout the post-war decade, the average rates of 
growth declined perceptibly in the course of the period. 
This slackening reflected the transition from recovery 
to expansion and, especially during the second half of 
the decade, the gradual absorption of unused resources. 
Despite the considerable cost of repairs to damaged 
plants, fewer resources and less time were needed for 
reconstruction than for building new capacity. In addi- 
tion, the deceleration of the rate of growth was a 
natural consequence of the rapid expansion of output; 
as the level of output continues to rise, the gradual 
absorption of unused resources tends to check the 
rate of growth unless there are offsetting increases in 
output per unit of input.® 


In Yugoslavia the pattern of growth was similar to 
that of other countries of this group until 1949. The 


7 In the Soviet Union, where structural changes of a similar 
character were completed long before the war, this factor was 
of little importance. Similar qualifications concerning the influ- 
ence of a shift from cottage and handicraft production to 
industrial production have been noted in chapter 1 with re- 
spect to the indices of industrial production of under-developed 
countries, but, as was shown there, these countries account for 
only about 5 per cent of the total industrial output of the 
private enterprise economies. 

8 The decline in the recorded rate of growth is to some ex- 
tent also due to factors of a purely statistical character, 
reflecting changes in coverage or in weighting of the indices 
of production, described above, which tended to raise the esti- 
mates for earlier, in relation to later, post-war years, 


Table 34. Indices of Gross Value of Industrial Production 
(1950100, except as indicated) 
Pre-war 
Country 

Year Index 1947 1948 1949 1951 1952 1953 1954 

Bulgaria wo... cece ee eee 1939 35 45 64 82 119 140 157 171 
Czechoslovakia ..........2.00055 1937 69 63 75 87 115 136 150 156 
Germany, eastern ............5.. 1936 912 51 65 79 122 142 160 176 
HUNg ary: vce coins cea e dns 1938 49 36 52 74 130 161 180 185 
Polatid, esis teinev ea eae aes Yan 1938 47 47 65 77 124 149 176 195 
Romania ....... ccc cee cee eee 1938 63 40 52 73 129 159 181 194 
Total, above countries ....... 1937 70 50 66 81 122 146 165 179 
China, mainland” ............... oth is is 50 100 128 170 199 
USSR sence alee ta Sale een 1940 57 54 67 81 116 129 145 165 
Yugoslaviae .... eee eee eee 1939 58 70 87 97 97 95 106 121 


Source: Reports on fulfilment of plans and other official 
statements; Voprosy Ekonomiki, No. 7, 1954 and No. 7, 1955, 
The aggregate index for the six countries is taken from the 
following sources: 1950-1954 (1950 =— 100) from Voprosy 
Ekonomiki, No. 7, 1955. The index includes Albania, which is 
of minor importance in the total. This index was linked with 
the index based on 1937 published in Voprosy Ekonomiki, 
No. 7, 1954, covering the same countries except eastern Ger- 
many, and revised by inclusion of eastern Germany for 1937, 
1947 and 1948. Both indices use 1938 weights, as follows: Bul- 
garia, 3; Czechoslovakia, 21; eastern Germany, 34; Hungary, 9; 


Poland, 27; Romania, 6. For the USSR: United Nations, 
Monthly Bulletin of Statistics, December 1955; Pravda, 6 Octo- 
ber 1955. For Yugoslavia: Statisticki Godisnjak, 1955. 

4 Derived from data on gross value of output in 1936 and 
planned value of output for 1955, expressed in constant prices, 
and on planned percentage increases from 1950 to 1955; from 
Neues Deutschland (Berlin), 1 November 1951, 

b Excluding output of handicraft co-operatives and individual 
craftsmen; index based on 1951 = 100; data for 1950 not 
available. 

© Net value. 
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1950 
Area and item 1937 1947 1948 1948 1951 1952 1953 1954 Volume of output 
(millions of tons) 
Selected eastern European countries :* 
Industrial production, total ............... 70 50 66 81 122 146 165 179 
COalicc ears tek lana wel gnkee Rausch 81 79 88 94 107 118 121 126 169.6 
Electric power .......... SA aaa os 63 70 79 92 113 127 138 150 42.6° 
Pig-iPOn s.iice ines dice Sie ee tee Gite dace 72 61 78 91 106 126 161 174 4.6 
Crude steel ....... 0. ccc eee cece eee ees W 59 71 85 118 131 149 154 8.3 
Rolled products® .............0.00e0 ees 83 66 = 81 130 «128—sd145— sd 5.3 
COROT Ese sien ts dota bevce ore pe endo ae a bee ss 84 56 70 89 112 125 144 147 8.1 
Crude oil! codes 6:6 inacdsece ease bee cae 150... 81 89 121 156 176 1944 6.1 
China, mainland :° 
Industrial production, total ............... ot 50 100 128 170 199 
Coal sien auiens eet ehaaces an ag dyeavends 150 15 123 154 168 202 41.3 
Electric power ............ Sap eauntet ase 130 94 126 158 201 241 4.6> 
Pieroni: sacnes assed leis bid cere tence tes 185 25 146 195 231 314 1.0 
Crude steel ........... cece cece ee eee 152 26 148 222 292 364 0.6 
Rolled steel ..........cc cee ec eee enee 184 33 191 308 412 482 0.4 
Grudeé: oil. féiccc cic iin eae bei sds 158 60 151 216 310 393 0.2 
GeMOAt: fei ee aS Oe Aa oe tents We 163 47 176 203 275 327 1.4 
USSR: 
Industrial production, total ............... 39 54 68 82 116 129 145 165 
Goal vec8i8 ehONee ae eae tee 49 70 80 90 108 115 123 133 261.1 
Electric power ......ccee cece eee eee eeee 40 63 73 86 114 131 147 164 90.9» 
PigeiPOn 5 oo swale a's Se sidare Hate e dh deat 78 58, 71 85 114 131 143 158 19.2 
Crude steel 2... .. cece cece eens 65 53 68 85 115 126 140 152 27.3 
Rolled products ........... 0 cece eee ues 62 53 68 86 115 129 142 155 20.8 
Cement’ (: eciskteactatianieteridentis : 56 46 63 719 119 136 157 186 10.2 
Crude oil 60... . cece cece cence eee nee 75 68 77 88 112 125 139 156 37.9 
Yugoslavia: 
Industrial production, total ............... 58! 70 87 97 97 95 106 121 
Coal acs ok aitins ee SOAS as 2 58 76 84 96 92 94, 86 104 5.0 
Electric power ...... 0. cece eee e ee ees 37 62 83 92 104 113 125 142 2.4» 
Pig-ir igi beanie Gilg shai ee oceeye ec isiewers 88s 22 76 81 90 117 129 127 168 0.2 
Crude products ........cee cece nee eens 37 72 86 94 101 103 119 144 0.4 
Rolled metal® ..... 0... cece een eee eeee 54 69 89 90 118 112 125 164 0.3 
Cement sie uieascls caters ete ag cand aa 52 92 100 108 92 108 108 117 12 
Source: Reports on fulfilment of plans and other official 4 Bulgaria, Czechoslovakia, eastern Germany, Hungary, 


statements; Statistical Office of the United Nations; United 
Nations, Quarterly Bulletin of Steel Statistics for Europe 
(Geneva) ; Statistical Yearbook. In many instances the annual 
percentage increases indicated in the reports on fulfilment of 
plans were used to compute the indices. The absolute figures 
for 1950 were either taken directly from various official sources 
or calculated by using the percentage changes, from absolute 
figures indicated for other years in official sources. For eastern 
European countries other than the Soviet Union, the data on 
coal represent hard coal, brown coal and lignite in hard coal 
equivalent; for the Soviet Union, data are on a ton-per-ton 
basis. 

In the totals for six selected countries, the data for pre- 
war refer to post-war boundaries; pre-war data refer for most 
countries to 1937 or to the closest year for which data were 
available. 


very small increase in output in 1950 and the declines 
in 1951 and 1952 resulted from difficulties in securing 
imported raw materials and fuel subsequent to the 
severance of economic relations with eastern Europe 
and also from poor harvests, which affected both the 
foreign trade and the domestic supply of materials to 
industry. In 1953 and again in 1954 output increased 
substantially. 


Romania, Poland. 
» Billions of kilowatt-hours. 


© Czechoslovakia, eastern Germany, Hungary and Poland 
only. Data exclude the output of Romania, which in 1950 was 
equal to about 390,000 tons, and in 1952, to 500,000 tons. 


d Partly estimated. 


For total production 1951 — 100; for other items 1950 
100. The pre-war figures refer to 1942 for coal, 194] for 
electricity, 1943 for pig-iron, steel and rolled steel, 1943 for 
crude oil and 1942 for cement. 


£1939, 


& Indices for the years preceding 1950 are not directly com- 
parable with those for the period following 1950, since they 
represent only the part of total production available for sale. 


In mainland China, where intensive industrialization 
began much later, industrial production increased 
rapidly during 1950-1953 but in 1954 its rate of ex- 
pansion declined. As in other countries of the group, 
this deceleration represented a transition from recon- 
struction to long-term expansion. Up to 1953 the major 
part of investment was devoted to restoration and 
reconstruction of existing capacity, leading to quick 


92 


Part I. Economic growth in the post-war decade 


icreases in output; the investment programmes in the 
five-year plan beginning in 1953, however, were con- 
centrated on construction of new plant in large-scale 
heavy industries, a major part of which was not yet 
‘completed and was thus not available for production 
in 1954, 


Output of the engincering industries has been a key 
factor in the rise in industrial production; this is 
illustrated in the percentages below showing the rela- 
tive growth in engineering and total industrial produc- 
tion for selected countries and periods. 


Share of engineering 


Increase in output industries in total 


Engineering All Beginning End of 
industries industries of period period 


China, mainland, 


1949-1954 .......... 1,307 285 2 6 
Czechoslovakia, 

1948-1953 .......... 230 102 17 28 
Hungary, 1949-1954 ... 267 1314 19 28 
Poland, 1949-1953 ..... 150 129 
USSR, 1950-1954 ...... 90 65 


In countries other than mainland China and Yugo- 
slavia, output of basic material rose less than total in- 
dustrial production and much less than engineering 
output (see table 35). The explanation is partly to be 
found in the same elements—although not necessarily 
weighted in the same proportions—already discussed 
in chapter 1, namely the shift in composition of indus- 
trial production towards goods involving a higher 
degree of fabrication, the growing complexity of engi- 
neering goods and technological economies in use of 
basic materials. As will be seen later, however, the 
discrepancy between the rise in output of basic ma- 
terials and total industrial production gave rise to 
problems of imbalance in a number of countries. 


Grade 
1937: 
World production .........-.+60.. 280 
Eastern Europe: 
Production ........0.-:ee eee eee 38 
Per cent of total ............-5.. 14 
1950: 
World production ............+... 523 
Eastern Europe: 
Production ..........eeeeeeeees 44, 
Per cent of total ..........+-006. 8 
1954: 
World production ..........+++64. 690 
Eastern Europe: 
Production ...........0s eee eees 71 
Per cent of total ...........0000- 10 


As may be seen from table 36, the output of staple 
manufactured consumer goods, such as textiles and 
shoes, has also increased substantially although it has 
lagged behind the rise in total industrial production. 
This lag may have been even greater than is indicated 
in the table because the recorded output of these com- 
modities, particularly shoes, was affected by the transi- 
tion from handicraft to factory production so that the 
indices, especially for the period from 1937 to 1950, 
are inflated by the change in coverage. 


Since the indices of the commodities in tables 35 
and 36 are based on physical units, they do not present 
the index-number problems discussed above relating 
to total industrial production, but are comparable with 
similar indices of other countries. As may be seen from 
the figures below on the output of basic materials (in 
millions of tons), eastern Europe’s share® in total 
world output has risen in the case of electric power, 
coal, pig-iron and steel, substantially so in the latter 
three items, but fallen in crude oil. 


While there were considerable differences in rates 
of growth and patterns of development among the 
centrally planned economies during the post-war 
decade, three distinct periods of development can be 
discerned from 1945 to 1955: the period of reconstruc- 
tion, which ended at about 1949; the period of rapid 
expansion, from about 1950 to 1953, followed by a 
period since mid-1953 of general slowing down of the 
rate of expansion. This classification does not apply, 
however, to mainland China, where the reconstruction 
period began only in 1950 and the first stage of 
economic development only in 1953, nor to Yugoslavia, 
which, as previously stated, basically altered its pat- 
tern of development in 1949. 


® Bulgaria, Czechoslovakia, eastern Germany, Hungary, Po- 
land, Romania. No data are available for mainland China for 
1937; the inclusion of mainland China in 1954 would give 
the following shares: coal 38, electric power 17, pig-iron 26, 
crude steel 25. 


Electric Crude 

Coal power? Pig-iron steel Cement 
1,360 443 103 135 81 
264 63 18 24 13 
19 14 17 18 16 
1,571 949 132 189 132 
431 134 24 36 18 
27 14 17 19 14 
1,625 1,345 156 221 189 
562 213 38 54 31 
35 16 24 24 16 


alncluding brown coal and lignite, in hard coal equivalent, except for the USSR; the inclusion of 
brown coal and lignite on a ton-per-ton basis probably involves some upward bias in the rise shown for 
the percentage share of eastern Europe in world coal output. 


b Billions of kilowatt-hours. 
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Table 36. Indices of Textile and Shoe Production, by Country 


Pre-war Indices (1950==100) Output in base year 
Country and item year millions of 
and index 1948 1949 1951 1952 1953 1954 specified unit) 
Bulgaria: 1939 
Cotton fabrics ....... 00.0.0 cee 40 71 78 113 129 140 147 85. Metres 
Woollen fabrics ...........00005 80 718 95 120 134 151 ass 6.5 Metres 
Leather shoes ...........0000 ee oer 56 57 117 138 149 230 0.87 Pairs 
China, mainland: 1936 
Cotton fabrics? ........ 0c. eee 100 67 65 128 199 236 266 44.9 Bolts 
Czechoslovakia: 1937 
Cotton fabrics .........00 cee eee 103 111" ~—-100 132» ais 54.1 Tons 
Woollen fabrics ...........00005 67 93> 100 111° ae 25.7 Tons 
Leather shoes? .........00.0005 85 100¢ sae ee 69.4 Pairs 
Germany, eastern: 1936 
Cotton, woollen and other fabrics. ae ia 69 125 136 154 167 289. Square metres 
Leather shoes ............+-05- 212 15 15 137 175 225 247 8. Pairs 
Hungary: 1938 en 
Cotton fabrics ............000 ee 103 103 93 114 119 116 126 180. Square metres 
Woollen fabrics ...........-0005 112 80 89 122 92 90 121 17.9 Square metres 
Leather shoes .........000ceeee Ae hee 67 128 147 138 164 6.1 Pairs 
Poland: 1937 
Cotton fabrics ......... ee eae e es 67 80 94 107 109 116 122 433. Metres 
Woollen fabrics ..........000 005 67! TA 89 109 113 125 127 56.5 Metres 
Leather shoes ...........0ee eee 168 38 57 141 153 162 177 12.8 Pairs 
Romania: 1938 
Cotton fabrics ........... eee eee TA 56 71 117 136 141 151 140. Square metres 
Woollen fabrics .........00 0000s 58 53 79 122 128 136 141 21.3 Square metres 
Leather shoes ...........e0000e 5 30 80 89 92 78 ba 11.6 Pairs 
USSR: 1937 
Cotton fabrics ......... esse ees 88 82 93 122 129 136 143 3,897. Metres 
Woollen fabrics ..........000005 70 82 97 113 123 135 157 155. Metres 
Leather shoes ..........0e eee ee 80 66 81 nee 132 128 137 205. Pairs 
Yugoslavia: 1939 
Cotton fabrics .........0.000 eee 76 110 105 84 77 &8 114 146. Square metres 
Woollen fabrics .......6 00.0 e eee 50 115 105 95 80 69 79 24.9 Square metres 
Leather shoes ......... eee ears 61 101 111 84: 66 59 73 8.2 Pairs 
Source: United Nations Bureau of Economic Affairs, based b 1949 = 100. 


on percentage increases indicated in reports of annual plans 
and on absolute data published occasionally in other official 
documents. 

aExeluding output of individual handicraftsmen, which 
amounted to about 20 per cent of total output of cotton fab- 
rics in 1952, 


RECONSTRUCTION PERIOD, 1945-1948 


Although the damage inflicted upon the eastern 
European economies was considerably larger than 
during the First World War, the reconstruction period 
was considerably shorter. After the First World War, 
from six to twenty years were required for individual 
countries to regain their 1913 levels of production,” 
whereas after the Second World War recovery was 
achieved in most countries by 1948. In Bulgaria, 


10In the Soviet Union and Romania the 1913 level of output 
was not reached until 1926, in. Hungary until 1928, and in 
Poland, which lost its former Russian markets, not until 
1938. Only in Czechoslovakia was the pre-war level reached in 
1921, after which output fell and remained below pre-war 
until 1924. 


¢ Thousands of tons. 

4 Including some non-leather shoes. 
€ 1948 —= 100. 

f Post-war territory. 

& Pre-war territory. 


Hungary and Poland total output in 1948 was already 
substantially higher than before the war, and produc- 
tion in the Soviet Union and Czechoslovakia also ex- _ 
ceeded pre-war levels. This carried the aggregate out- 
put of eastern Europe above the pre-war level in spite 
of a slower recovery in eastern Germany and Romania. 


The slowness of recovery after the First World War 
was partly due to the fact that in the Soviet Union that 
war was followed by civil and foreign wars which 
lasted until 1921. In other countries an important fac- 
tor was the fact that their emergence as independent - 
nations was part of a process of dislocation of larger 
economic units involving loss of markets and separa- 
tion from sources of raw materials. The much more 
rapid rate of recovery after the Second World War was 
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partly due to more extensive assistance from abroad, 
initially in grants from the United Nations Relief and 
Rehabilitation Administration and subsequently in 
loans and technical assistance from the Soviet Union 
to other countries of the group. The most decisive 
factor, however, was the concentrated effort of the 
central authorities to overcome the war damage to 
their economies. 


Although the aim of the plans for reconstruction 
was primarily to restore and to exceed the pre-war 
levels of output by bringing into use all available 
resources, all countries of the area tended from the 
beginning to alter the structure of their economies in 
order to achieve a more balanced relationship between 
various industries. With respect to industrial produc- 
tion this took the form of a greater emphasis on the 
development of producer goods industries, a tendency 
which, irrespective of longer-term considerations, was 
motivated by the necessity to make good the losses in 
plant and equipment suffered during the war. How- 
ever, during this period output of manufactured con- 
sumer goods generally rose in parallel fashion, and in 
some countries, where output of consumer goods had 
fallen far below the pre-war level, the increases in out- 
put of these were even higher. In the Soviet Union, 
_ where total industrial production in 1945 was 8 per 

cent below that in 1940, output of producer goods was 
12 per cent above, and that of consumer goods 41 per 
cent below, 1940. From 1945 to 1948 output of the 
former rose by 16 per cent, while consumer goods 
increased by 68 per cent. Although conclusive data on 
changes during 1945-1948 in the output of both types 
of goods are not available for every country, indirect 
evidence indicates that during the period of reconstruc- 
tion the output of consumer goods was generally in- 
creasing at rates similar to, if not higher than, those 
for producer goods. This tendency, which continued 
approximately until 1950, can be discerned from the 
data shown in table 37 for the years 1948-1950. 


The high rates of increase for consumer goods dur- 
ing the reconstruction period reflect the extremely low 
level of output at the end of the war; the recovery 
was made possible by the existence of a considerable 
amount of unused industrial capacity and by return to 
the pre-war level of production of agricultural raw 
materials, Initial increases in output of consumer 
goods required relatively less additional investment 
per unit of output than was needed in heavy industries 
and could be achieved despite the fact that the dis- 
tribution of total investment even during this period 
favoured the expansion of heavy industry. 


The targets set in the reconstruction plans for total 
industrial production were reached in all countries 
under review and substantially exceeded in Hungary, 
Poland and the Soviet Union. In Yugoslavia, where the 
original targets were considerably higher than in any 
other country of this group, the planned rates of ex- 
pansion had to be changed after severance of economic 
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relations by other countries of the area, which had 
earlier accounted for the predominant share of Yugo- 
slavia’s imports of capital goods as well as of its ex- 
ports. Difficulties in securing necessary equipment and 
raw materials from abroad made it impossible to fulfil 
the original goals and led to fundamental revision of 
targets. 


PERIOD OF ACCELERATED DEVELOPMENT, 1949-1953 


In contrast with the reconstruction plans, long-term 
development plans of the eastern European countries 
called from the beginning for higher rates of increase 
in output of producer goods than for consumer goods 
or for output in agriculture or other economic sectors 
serving the consumer. By 1950, partly under the impact 
of deteriorating international relations, the plans of 
several countries were revised and the targets set for 
producer goods considerably increased in order to 
accelerate the growth of economic capacity and to 
meet a sharp expansion in military outlays. While data 
on military production are not available, the extent to 
which this factor was influential is suggested by the 
rise in military outlays in current prices recorded in 
each budget for 1953, compared with 1950, shown 
below under the heading of defence (1950 = 100), 
and the percentage share of defence in total outlay on 
defence and investment :1* 


Indices, 1953 Percentage share 
of defence 


Investment® Defenceb 


(1950==100) 1950 1953 
Bulgaria .......... 270 400 23 31 
Czechoslovakia ..... 222 322 21 28 
Hungary ........... 262 285 26 28 
Poland ............ 285 337° 26 30 
Romania .......... 173 260 25 32 


USSR on... cece eee 109 135 45 52 


4Gross government fixed investment, exclusive of invest- 
ment financed from the funds accumulated by enterprises and 
organizations and of private and collective farm investment. 

b Coverage of this item is not definitely known. For the 
Soviet Union, it is known that it includes only outlays charged 
directly to defence ministries and does not include expenditures 
of a capital nature, such as construction of armament fac- 
tories, which are charged to other ministries. It is likely that 
a similar classification: is employed in the other countries, 
although, in some, data may include expenditure on justice 
and internal security. 

© Defence expenditure inclusive of justice and internal 
security. : 


11 The data are based on the budgets of the respective 
countries, and relate in general to planned, and in some cases 
to actual, expenditure, all expressed in current prices. The 
difference between countries, as well as the changes from 1950 
to 1953 within countries, may reflect partly differences in 
classification. The indices of defence and investment expendi- 
ture in centrally planned economies should not be compared 
directly with those of private enterprise economies because of 
essential differences in scope of government budgets. 

In most countries listed in the table prices were increasing 
from 1950 to 1953, but in the USSR they were declining. 
According to Planovee Khozyaistvo, No. 1, 1956 (Moscow), 
wholesale prices fell in the USSR from 1949 to 1955 by 40 per 
cent and prices of machinery in 1955 were 40 per cent below 
their 1948 level. 
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Table 37. Indices of Output of Producers? and Consumer Goods, by Country 


(1950= 100) 

Country and item 1948 1949 1951 1952 1953 1954 
Bulgaria:> 

Producer goods ............-+..204- 63 85 117 133 157 184 

Consumer goods ........-..--+2.200 66 83 121 132 145 149 
China, mainland :° 

Producer goods ............00...005 38 100 135 183 222 

Consumer goods ..................4. 57 100 124 162 186 
Czechoslovakia: 

Producer goods ................000 15 87 123 156 164 171 

Consumer goods ................000 75 87 109 120 143 150 
Germany, eastern: 

Producer goods ..........-......005 80 121 141 161 177 

Consumer goods ..........--.-...04. 3 78 126 144 157 173 
Hungary: 

Producer goods ............22...00. 53 73 141 | 188 221 209 

Consumer goods .............2..0005 51 72 125 145 151 164 
Poland: 

Producer goods ...............-.05- 79 125 152 185 205 

Consumer goods ................0005 80 118 132 158 175 
Romania: 

Producer goods ..............00000- 70 130 165 181 188 

Consumer goods .............0..000 : 76 128 151 168 186 
USSR:4 

Producer goods ............-.-..04. 63 80 116 129 144 164 

Consumer goods .................04 80 87 115 126 141 160 
Yugoslavia: 

Producer goods .............0...00 69 91 105 109 130 154 

Consumer goods .........0.eeeeeeees 100 104 98 86 97 112 


Source: Based on annual percentage increases 
indicated in annual reports on fulfilment of plans 
and on indices covering longer periods in these 
and other official sources; in some cases derived 
from the index of industrial production and that 
of either consumer goods or producer goods by 
applying the latest known weight of respective 
outputs, or by applying the announced weights 
to the gross value of total output in constant 
prices. Jn some cases indices of producer and 
consumer goods do not add to the aggregate 
index of industrial production. This may be due 
to rounding or to differences in coverage. 

In the case of Romania, the indices are at vari- 
ance with an official statement according to which 
from 1950 to 1955 the output of producer goods 
increased at the average rate of 15 per cent, and 
consumer goods at the rate of 12 per cent, per 
annum. Similarly, in the case of Bulgaria, indices 
reproduced in the table supplied by Bulgaria to 
the Economic Commission for Europe differ from 
indices published in the official report on fulfil- 


Military expenditure increased sharply.1? In real 
terms the rise was smaller than indicated in most 


12 The sharp increase in military expenditure associated with 
the situation created by the Korean conflict and its effect on 
the centrally planned economies were emphasized recently in 
‘several official statements, such as the following: “In 1951-1953 
we had to make a tremendous effort measurable in many 
billions of zlotys in order to modernize the equipment of our 
army and to build our own defence industry” (H. Mine, Vice- 
Premier of Poland, in Trybuna Ludu (Warsaw), 31 Decem- 
ber 1955). 


ment of the five-year plan. For all these reasons, 
several indices presented in this table are to be 
considered as approximations. 

aThe term “producer goods industries” in the 
terminology adopted in the centrally planned 
economies is often synonymous with heavy in- 
dustries and includes: mining, power, chemicals, 
building materials, metallurgy, engineering. In 
some cases, however, the data on output of con- 
sumer goods may include consumer goods pro- 
duced by heavy industry. 

bIndices based on annual percentage increases 
communicated by the Bulgarian Government to the 
Economic Commission for Europe for the period 
1950-1954. 

©1951 = 100. 

Indices for consumer goods in 1951 and 1952 
based on data communicated by the Government 
to the Economic Commission for Europe. 

eIndex based on net output. Producer goods 
include only capital equipment and exclude raw 
materials. 


countries where prices were rising from 1950 to 1953, 
and greater than indicated in the Soviet Union, where 
prices were declining. Budgetary outlays on fixed 
investment also increased considerably, but less than 
military expenditure. 


While the targets for consumer goods were also 
raised, the revision was much less than for preducer 
goods, and the difference between the rates of increase 
set for these two sectors increased considerably. The 
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targets set for the final year’s output of these sectors 
in the revised plans are shown below for selected coun- 
tries (year prior to beginning of plan = 100): 


Total 


industrial Producer Consumer 

production goods goods 
Bulgaria? 1949-1953 ....... 220 326 171 
Czechoslovakia, 1949-1953 .. 198 231 173 
Hungary, 1950-1954 ........ 310 380 245 
Poland, 1950-1955 ......... 236 254 211 
USSR, 1951-1955 .......... 170 180 165 


2 Industrial production, excluding local and co-operative in- 
dustries, timber and fishing. Targets for producer and con- 
sumer goods are estimates based on data on gross value of 
industrial production in 1948, planned value of industrial pro- 
duction in 1953 and planned changes in the share of pro- 
ducer and consumer goods in total output. 


In carrying out the plans, the emphasis during the 
first years on heavy industries was reinforced; when 
the scarcity of resources imposed a choice between 
expansion of producer goods or consumers’, the latter 
were sacrificed in favour of the former. During the 
entire period expansion in output of consumer goods 
was retarded not only by the slow rate of development 
of agricultural production, which affected food and 
light industries using agricultural raw materials, but 
also by limitations imposed upon imports of raw 
materials for consumer goods in favour of imports of 
materials and equipment for the expansion of pro- 
ducer goods industries, 

This pattern of development resulted in marked 
changes in the structure of industry, raising the share 
of producer goods in the gross value of industrial 
production as follows: 


Bulgaria: Hungary: 
1939 ........... 23 1938 | Ses daricdn ae 35 
OAS Sere cece ee taave 26 1949 wow ccc eees 48 
WO? adie ebiere aces 472 198 es weed ales 63 
China, mainland: Poland: 
1949.0... 29 19387. veeienee o e's 47 
1954 woe eee 42 1949 .......40.. 51 
Crichotiovakin: 1953 oo... eee eee 55 
10ST a Latctiac’ 40> Romania: 
1948 .......000, 58 1938 .......008. 37 
1953) akon 62 TQ51 ec anenesres 54 
Germany, eastern: O52: etter eda 57 
TOR6: sated Seis 50 USSR 
1950 wo... eae 57 1940 ........... 61 
1953 6 sess ebiesetn 58 DOB ieeth ote edits 70 


Source: Voprosy Ekonomiki, No. 7,.1954 and No. 10, 1955; 
Ekonomista, No. 3, 1954 (Warsaw); W. Ulbricht, Die Gegen- 
wartige Lage und der Kampf um das Neues Deutschland 
(Berlin, 1954); N. Voznesensky, War Economy of the USSR 
during the Period of Patriotic War (Moscow, 1947); Hsin 
Hua Monthly, November 1955. 

Industry under central government control only; the share 
in total industrial output would be lower. 

b Other sources give 58 per cent. 


Within the sector of producer goods industries the 
output of manufacturing, especially of engineering 
industries, expanded much faster than the rest. 
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The rapid expansion of industrial production and 
the emergence of substantial discrepancies in growth 
of various sectors imposed strains on the economies 
of several countries. In many, severe bottlenecks de- 
veloped, hampering further rapid growth. In some, 
shortages of raw materials, fuel and power developed, 
which had to be dealt with by various forms of 
rationing, and by restrictions imposed upon the 
use of power and fuel in homes and in certain in- 
dustries, mostly consumer goods industries, considered 
as less essential. In some instances idle capacity de- 
veloped in rapidly expanding sectors of manufacturing 
industries. More important than the bottlenecks in 
raw materials and fuel were the difficulties arising 
from growing imbalance between producer goods 
and output of industrially produced consumer goods 
and of foodstuffs. In foodstuffs the lag in supplies 
was due both to a very slow recovery of agriculture 
and to difficulties in securing adequate quantities of 
food from the farms for distribution in cities. The 
slow rise in industrial consumer goods reflected not 
only the lower priority given to investment in such 
industries but also inadequate supplies of agricultural 
raw materials. In conjunction with the rapid increase 
in military expenditure and investment, the slow rise 
in consumer supplies led to severe inflationary pressure 
in several countries of the group and consequently to 
a decline in real wages. Thus, in Poland real wages 
fell from 1951 to 1953 by about 5 per cent, in 
Czechoslovakia from 1950 to June 1953 by about 


' the same amount, and in Hungary, according to an 


official statement, the strains imposed upon the 
national resources by the attempts to fulfil the goals 
of the five-year plan “led to a definite lowering of the 
standard of living”.14 


The decline in real wages did not always result in a 
decline of per capita consumption, however, owing to 
an increase in the number of family members gainfully 
occupied; in Poland, for instance, average real income 
per capita of population dependent on industry 
increased. 


The decline of real wages or their failure to rise, 
together with persisting shortages of major consumer 
goods, had a considerable adverse effect on pro- 
ductivity of labour. In several countries this was 
expressed by absenteeism and a reluctance to accept 
upward revisions of production quotas, preventing 
the fulfilment of plans for increased output per man. 
Sumultaneously, the rapid increase in non-agricultural 
employment brought about by shifts of manpower 
from the countryside and a rise in the proportion of 


13 One writer, in commenting upon shortages of raw mate- 
rials in Poland stated: “One of its consequences is incomplete 
utilization of productive capacity in engineering and some 
other branches of industry.” B. Mine, Vopresy Ekonomiki, 
No. 8, 1955. Similar statements were made in several other 
countries. 

14 Szabad Nep (Budapest), 5 July 1953. 
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women employed resulted at the end of this period in 
the drying up of manpower reserves in several 
countries. 


The difficulties which arose from the rapid rate 
of growth and from the pattern of development were 
by no means identical in all countries of the area. 
They were much more pronounced in countries such 
as Czechoslovakia and Hungary, which in 1951 had 
increased their planned rates of expansion, than in 
Poland, where the targets set for the five-year plan 
were much less ambitious. In the former two, as well 
as in Bulgaria, the targets for producer goods could 
not be reached; in Hungary the shortfall was so 
substantial that total industrial production reached 
only 82 per cent of the target. The target for consumer 
goods, too, was not reached in Hungary but it was 
exceeded in the other two countries. The percentage of 
the production target which was reached is shown 
below for three countries. 


Total 
industrial Producer Consumer 
production goods goods 
Bulgaria, 19534 ......... 122 90 129 
Czechoslovakia, 1953 .... 102 95 110 
Hungary, 1954 ......... 82 76 93 


& 

4 Bulgaria officially ended its plan in 1952. The data on 
producer and consumer goods are not consistent with those of 
total output because of differences in coverage. The ratios 
shown in the table are based on indices given for 1952 in the 
report on fulfilment of the five-year plan and on percentage 
increases in output of consumer and producer goods in 1953. 
However, the data taken from the report do not agree with 
indices for the period 1950-1954 supplied to the Economic 
‘Commission for Europe by Bulgaria in 1956 and used in 
table 37. If these data were used, the ratios of actual to 
planned output would be 76 for producer goods and 126 for 
consumer goods. 


In the Soviet Union output of basic materials, fuel 
and power developed more nearly in line with the 
total output of industry, and increases in output of 
consumer goods were sufficient to maintain a con- 
tinuous increase in real wages from 1947 on. However, 
shortages of various consumer goods persisted, espe- 
cially of food of animal origin. 


Notwithstanding the differences among countries, 
the situation towards the middle of 1953 may be sum- 
marized as follows, In most countries capacity in 
manufacturing industries expanded more rapidly than 
that in industries producing raw materials, fuel and 
power. Output of producer goods increased much more 
than that of consumer goods, and the rise in output 
of industry exceeded by far that of agriculture. Further 
increases in labour supply in non-agricultural occupa- 
tions became increasingly difficult to achieve because, 
on the one hand, at the existing level of technique, 
a further movement of labour from agriculture would 
result in a decline in agricultural output; and, on the 
other hand, a further rise in urban population un- 
accompanied by a commensurate increase in supply 
of food would result in a fall in per capita con- 


sumption in urban areas. Furthermore, all development 
plans assumed very large increases in output per man, 
which after the period of rapid assimilation of new 
techniques and new methods of work were becoming 
increasingly dependent on incentives in terms of higher 
real incomes. These in turn could be achieved only 
through a rise in output of consumer goods, especially 
food. However, any significant increase in agricultural 
output would require large increases in investment 
and greater inducement for the peasants, in the form 
of larger supplies of consumer goods and increased 
purchasing power to buy them. If achieved, an ex- 
pansion in agricultural output would result not only 
in an increased supply of food but, simultaneously, 
through a rise in productivity, would release additional 
manpower for non-agricultural occupations. 


These difficulties, which became acute in some 
countries, led in the middle of 1953 to a general 
reappraisal of past policies and to a slowing down 
of the process of industrialization. This change was 
associated with a certain shift in allocation of re- 
sources in favour of consumer goods industries and 
agriculture. Although the new policy was attributed 
to the need to eliminate the accumulated disproportions 
among different sectors of the economy, it was also 
stressed that it was not possible to devote a larger 
proportion of resources to consumption until the 
economic and military potential had been raised to 
a certain level. 


Mainland China, which was still in the stage of 
post-war reconstruction, did not, during this period, 
experience any of the difficulties which in eastern 
Europe were the effect of several years of rapid 
industrialization. At the end of its civil war, in 1949, 
industrial production had fallen to about half its 
previous recorded peak in 1941-1943; in consumer 
goods the drop was about 25 per cent, but in producer 
goods it was about two-thirds, and in certain basic 
materials such as pig-iron and steel the cuts amounted 
to 85 to 90 per cent. During the reconstruction period 
from 1950 to 1952, output of producer goods rose 
at a much faster rate than that of consumer goods and 
their share in total output rose from 29 per cent in 
1949 to 40 per cent in 1952. At the end of the period 
total industrial production exceeded the previously 
recorded peak level. 


Yugoslavia experienced substantial difficulties dur- 
ing this period, owing to poor harvests and shortages 
of imported raw materials following the breaking of 
trade relations by the other countries of the group; 
from 1950 to 1952 its total output fell, as a result 
of decreases in output of consumer goods, although 
output of producer goods continued to rise. The 
divergent trends in output were the result both of 
shortages of agricultural raw materials for consumer 
goods industries and of strenuous attempts to com- 
plete the investment projects that had been started 
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previously, with the aim of raising the output of 
exportable goods to improve the trade balance. 


REVISIONS OF PLANS, 1953-1954 


The new policy introduced by the centrally planned 
economies of eastern Europe in the middle of 1953 
was designed to eliminate disproportions among vari- 
ous sectors of the economy before the inception of 
new plans of economic development which, except in 
Bulgaria, were to become operative in 1956. This 
objective was to be achieved by slowing down the rate 


of expansion in industry, and by reducing the spread 


between the output of consumer and of producer 
goods, and, within the latter sector, between the 
output of engineering industries and that of fuel, 
power and basic materials. Agricultural production 
was to be substantially increased. 


In Bulgaria, even before the announcement of the 
new policy, the annual rates of increase in industrial 
production during the new five-year plan, from 1953 
to 1957, were set at 10 per cent, compared with a 
22 per cent increase during 1949-1952. In eastern 
Germany and Poland the rate of increase projected 
for 1954 was reduced by more than half, and in 
Czechoslovakia by three-fourths, of that achieved be- 
tween 1949 and 1952. The planned changes in the 
targets for producer and consumer goods considerably 
reduced the differences between their rates of growth. 
In eastern Germany, the rise in output of consumer 
goods was to exceed that of producer goods in 1954 
and 1955, and in Poland the rate of increase was to 
be the same in both sectors. In Hungary, downward 
revisions of the plan were more drastic; the targets 
for 1954, the last year of the plan, were reduced by 
15 per cent for total output, 10 per cent for light 
industries and food processing, and 17 per cent for 
heavy industries.t® In the Soviet Union, the original 
target for the output of consumer goods was raised 
for 1955 as compared with 1950, from an increase 
of 71.4 per cent to one of 84.7 per cent. No reduction 
in the rate of increase for total output was announced. 


It is significant that in some countries the new 
goals for the output of specific consumer goods— 
which, according to official statements, represented 
an upward revision of operational plans—were in 
many instances set at the same levels as the original 
targets that had been established in long-term plans 
of development—or even lower.1® This would imply 
that the original objectives had been modified or set 
aside during the preceding period. 


15 The targets for 1954 (1949 — 100) were reduced from 
310 to 265 for all industry (exclusive of handicrafts), from 
380 to 315 for heavy industry and from 245 to 220 for light 
industry and food processing. 

16 Thus the new targets for cotton, woollen and silk fabrics 
in Poland and for all textile and shoe production in Romania, 
were substantially below those set in the original long-term 
plans of these countries. United Nations, World Economic Re- 
port, 1952-53 (sales number: 1954.11.C.1). 
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The increase in the output of consumer goods was 
to be achieved to a large extent through higher 
imports of raw materials for consumer goods in- 
dustries, and allocation of part of capacity in heavy 
industry to the output of consumer durables. Although 
the initial statements of policy emphasizing the expan- 
sion of consumer goods industries were modified at 
a later stage, the general tendency remained unchanged 
in most of the countries. The reduction of the spread 
between the expansion of producer and consumer 
goods was not, however, considered a permanent 
pattern for future development plans; in all countries 
it was stated that existing disparities between the 
levels of output of consumer and producer goods and 
between those of manufacturing and of raw materials, 
fuel and power were to be overcome in two to three 
years in order to prepare the ground for further 
rapid expansion. 


During the first two years of the new policy, the 
rate of expansion declined as compared with the 
average rate of growth during the preceding three 
or four years (see table 38). This decline had begun 
earlier but it was accentuated after the announcement 
of the new policy. The deceleration took place in both 
the producer and the consumer goods sectors, but 
the decline in rate was generally much greater in 
producer goods industries. In 1954, the output of 
consumer goods in several countries increased at the 
same rate as that of producer goods, or at a higher 
rate. These developments, together with an increase 
in imports of consumer goods and release of stocks, 
led to relaxation of inflationary pressures and a sub- 
stantial increase in real wages, which offset the previ- 
ous decline. In Czechoslovakia, output of consumer 
goods had already increased in the previous year much 
more than that of producer goods; in Hungary, the 
output of producer goods declined in 1954 while that 
of consumer goods increased. In the Soviet Union, 
there was virtually no difference between the annual 
rates of expansion in the two sectors from 1951 to 
1954.17 Bulgaria was the only country of the group 
where output of producer goods grew much faster than 
that of consumer goods in both 1953 and 1954, 


Another objective of government policy in 1953 
and 1954, as noted above, was to eliminate bottlenecks 
in the supply of fuel and power as well as basic 
materials. In the eastern European countries (other 
than the Soviet Union), where bottlenecks had become 
very acute by 1952, the slackening in the average rate 
of increase for the group was considerably greater 
for total output than for basic commodities. While 
the average rate of increase for total output was less 


17Jn 1949, output of producer goods rose by about 27 per 
cent and that of consumer goods by about 9 per cent, and in 
1950, by 25 and 15 per cent, respectively, but from 1951. to 
1954 such differences, if any, did not exceed one point. How- 
ever, the narrowing of the differences from 1951 on may 
partly reflect a change of weights in the new index. 
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Table 38. Average Annual Increase in Industrial Production, by Country 
(Percentages) 
Annual average, 
1949-1952 1953 1954 
Country 
Producer Consumer Producer Consumer Producer Consumer 
Total goods goods Total goods goods Total goods goods 
Bulgaria v0 56 coniye eee cee hess 22 21 19 12 18 10 9 17 3 
China, mainland ..................-. 36 51 29 32 37 28 17 20 14 
Czechoslovakia ...............0.0005 16 21 12 10 5 19 4 4 5 
Germany, eastern ............ eee ees 22 212 23% 13 14 9 10 10 10 
Hungary oo. e cee cee cece e eee 33 37 30 12 18 4 3 —6 9 
Poland eesiieve ci saudeu eee eedieee or) 25 18 18> 21> 20> ll 11 aml 
Romania ...........0ce eee eee eens 32 33 26 4 18 10 7 4 11 
USSR, eieawteci hee bs 4 Spee gets seers 18 20 12 12 12 12 13 14 13 


Source: See table 37. 
a Annual average, 1950-1952. ~ 


bData for 1953 for producer and consumer goods are not consistent with those for total industrial production, probably 


because of differences in coverage. 


than half of that during the preceding four years, 
the rate of increase declined less than 10 per cent in 
coal and cement, and about 25 per cent in electric 
power, but annual output of pig-iron was increased 
at an even faster rate than previously. For steel, rolled 
metal and crude oil, the reduction in the rate of 
increase was more substantial but nevertheless smaller 
than for total output. In the Soviet Union, where 
shortages of basic materials, fuel and power were 
much less significant, the decline in rate of growth 
was much smaller than in that for total output in the 
case of crude oil, almost parallel in the case of coal, 
electricity and cement, but much sharper than for the 
total in iron, steel and rolled metal (see table 39). 


It may be concluded that during 1953 and 1954 
some of the disproportions which developed during 
the preceding period were attenuated. Discrepancies 
between the output of consumer and of producer 
goods, as well as those between total industrial pro- 
duction and the output of basic materials, fuel and 
power, were reduced. However, in most countries this 
was achieved, not by accelerating the rate of growth 


of deficient sectors, but by greater reductions in the 
rate of growth of total production than in that of 
consumer goods, fuel and basic materials. 


In mainland China, as pointed out earlier, there 
were no major changes in economic policy in 1953 
and 1954, The rates of increase in the output of heavy 
industry continued greatly to exceed those of con- 
sumer goods industries; the latter, however, also rose 
substantially. 


In Yugoslavia, this period was characterized by 
recovery in industrial production, which, after falling 
in 1951 and 1952, rose by 11 per cent in 1953 and by 
another 14 per cent in 1954. Unlike developments in 
the preceding three years, in 1954 output of consumer 
goods increased much more rapidly than that of capital 
goods. 


EMPLOYMENT AND OUTPUT PER MAN, 1949-1954, 


The expansion of industrial production during the 
post-war decade was associated with sizable increases 
in industrial employment and in output per man. 
Although the data on annual increases in employment 


Table 39. Average Annual Increase in Output of Basic Materials, Fuel and Power 


(Percentages) 
Six countries® USSR Mainland China 
can 1949-1952 1953-1954 1949-1952 1953-1954 1949-1952 1953-1954 

Total industrial production 22 il 17 13 37 17 
Pig-iron . 2... e cece eer e seen 13 18 19 10 J24 36 
Steel iicsaele dst rnidene siete water 17 9 7 10 127 25 
Rolled metal ..........-0000ee 18 10 17 10 128 17 
Cement ...-.. 020 ccc erecevane 16 11 21 17 68 19 
Goal SAaesscs tethers Saeaee 6 6 10 8 27 20 
Crude ofl ...... cee eee ee eee ee 18 12 13 12 53 27 
Electric power ......+-.--++--+ 12 9 16 12 18 20 


Source: Reports on fulfilment of plans. 


® Bulgaria, Czechoslovakia, eastern Germany, Hungary, Poland, Romania. 
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Table 40. Indices of Industrial Employment and Output Per Man, by Country 
(Preceding year==100) 
Industrial employment Qutput per man 
aa 1949 1950 «1951-1952 «1953—1954 1949 1950S «19511952 19531954 
Bulgaria ............0000.. 116 «6106 0«6104*)=—- 106, 105s 107” 110 «116 ssd114~—S ss ilie «6107~—s «102 
. China, mainland ............ ae Gee «fie 1222, 121° 110° wees; gay eS 119? 113° 115¢ 
Czechoslovakia ............. 105 108 +4105 102 103 #8 102 111 107 «#110 ©6116 § «©107)=—- 102 
Germany, eastern ........... 109 =6©109) «6112-107 S107 = 105 113 113% 4113 109% 1048 
Hungary ............0.000. 1144 114) «=114*) «+1128 «108° «105 125 119 %414 jdWi 1044 99 
Polatid 05.0 ieee oeacas 116 «6116 ) «©6109 §=106 106) § 6104 106 109 14 113 111 107 
Romania ...........+...44. 117* 1215 117% 109 J07 104 9 #6113 «6110 )=«=6113) 107_—s: 103 
USSRe xs ces Sob eredbeaads 1067 109 106% 1048 1067 1062 1130 06«2113) «10S 107) s«2106—S 107 


Source: Reports on fulfilment of plans. 

4 Derived from data on output and productivity. 

b Wage-earners only. 

¢ Industry under the central government control only. 

4 State-owned enterprises; output per man derived from fig- 
ures on employment and production in such enterprises. 

e State-owned and joint government and private enterprises. 


and productivity given in table 40 are often not 
directly comparable because of differences in coverage, 
they do give a rough indication of changes which 
took place during the six-year period. Output per 
man generally increased during this period at a 
higher rate than employment; only in Hungary and 
-Romania did employment increase faster from 1949 
to 1954. 


The high rates of increase in output per man were 
achieved through modernization of equipment, im- 
provements in the organization of work, extension 
of the incentive pay system and periodical upward 
revisions in basic norms of performance. The rate 
of increase in output per man shows a perceptible 
decline during the last two years of this period, 
especially in 1954, except for mainland China and 
the Soviet Union. In Hungary, output per man 
declined in 1954, 


The slowing down in the rate of increase in output 
per man may partly reflect the fact that progress 
achieved earlier left less scope for further rapid in- 
creases without considerable improvement in tech- 
niques and stronger incentives in terms of higher 


f£ State-owned enterprises only. 

& Nationalized industries only. 

bh Output per man-hour in industries under the direct con- 
trol of the central authorities; since the number of hours 
worked declined, annual output per man was lower. 

iLarge-scale and medium-scale industries only. 

j Estimated. 


incomes. However, especially in 1954, it may also 
have been due to relaxation of pressure to increase 
productivity—a relaxation connected with the general 
change in economic policy. In most countries, increases 
in productivity during the five years following 1949 
were lower than anticipated, and it was necessary to 
compensate for this by raising employment at rates in 
excess of the plan. 


The rates of increase in industrial employment also 
declined generally after 1951, in some countries very 
substantially; in several countries shortages of labour 
became apparent in specific industries. These shortages 
resulted from the gradual exhaustion of labour re- 
serves in the cities and the reluctance of agricultural 
workers to migrate to new industrial centres because 
of inadequate housing and insufficient food. During 
1952-1954 the recruitment of labour from agriculture 
was substantially reduced and in some instances 
abandoned; moreover, some shift of labour from non- 
agricultural occupations to agriculture was encouraged 
in connexion with the increased emphasis on expan- 
sion of agriculture. In the Soviet Union, a large num- 
ber of urban workers moved to the countryside during 
this period, to the new agricultural areas in the east. 


The Slow Recovery in Agriculture 


In contrast to the extremely rapid expansion of 
industry, agricultural production increased very 
slightly as compared with pre-war years. The lack of 
balance between the rise in industrial production and 
the growth of agriculture has indeed been a major 
problem in all of these countries during the post-war 
decade, creating recurrent difficulties in the supply 
of consumer goods and, in conjunction with the rising 
population, constituting a potential danger of declining 
per capita consumption. The lag in agriculture was 


one of the most important economic factors which in 
1953 determined the change in policy. 


Although indices of total agricultural output are 
not published regularly by the eastern European 
countries, a general idea of the changes in aggregate 
farm output can be derived from various official state- 
ments and indices published from time to time. The 
available information indicates that during the first 
half of the post-war decade the recovery of agricultural 


Chapter 3. Production and trade of the centrally planned economies 101 


production was relatively rapid but that, even before 
the pre-war level was reached, the rates of increase 
in output declined perceptibly. 


At the end of the war, agricultural production was 
considerably below—frequently less than half—pre- 
war levels. During the first half of the post-war decade, 
approximately the period of the reconstruction plans, 
output recovered at a rapid rate in most countries 
of the group, generally reaching from 85 to 90 per cent 
of the pre-war levels. In the Soviet Union grains and 
other major crops rose above their pre-war levels, 
and livestock numbers almost reached them. 


During the following period, however, the rate of 
recovery slackened perceptibly in most countries, and 
the pre-war level of output was generally reached 
only recently, as may be seen from the indices of 
agricultural output shown below. In the Soviet Union 
agricultural output exceeded the pre-war level by 
10 per cent in 1952, and, judging from available data 
on specific products, did not increase substantially 
until 1954; it did rise considerably in 1955, however. 
Only in Bulgaria was the pre-war level of output sub- 
stantially exceeded, production in 1953 being 29 per 
cent above 1939. On the whole, agricultural produc- 
tion in the European centrally planned economies 
appears to have increased from the pre-war period to 
‘1954 by less than 10 per cent,1® as shown in the 
indices below for individual countries. 


The population of countries other than the Soviet 
Union has declined by about 5 per cent since before 
the war. Although population data are not available 
for the Soviet Union, rough estimates based on in- 
direct evidence indicate that the increase in population 
by 1953/54 did not exceed 10 per cent. This would 
indicate that the total population of the eastern 
European countries, excluding Yugoslavia, increased 
some 5 per cent,’® so that agricultural production per 
capita at the end of the post-war decade may have 
been about 5 per cent higher than before the war. 


18 The recovery was nevertheless more rapid after the Second 
World War than after the First. Although increases in area 
sown and in yields per hectare were substantial in the nine- 
teen thirties, the grain yields of 1909-1913 were not reached 
until 1934-1938, and the increases in total farm output were 
accounted for chiefly by increases in area (see article on 
“Long-Term Trends in European Agriculture”, United Nations 
Economic Commission for Europe, Economic Bulletin for 
Europe, vol. 3, No. 2 (Geneva, 1951). Livestock numbers were 
below the pre-war level before 1927 in all countries except the 
Soviet Union. In that country, the 1913 total was considerably 
exceeded in 1927, and livestock numbers continued to grow 
until 1929. From 1929 to 1933 the livestock population de- 
clined sharply, however, owing to heavy slaughtering during 
the period of collectivization of agriculture; the number of 
cattle fell from an index of 113 (1913 = 100) in 1929 to 
64 in 1933, of pigs from 103 to 55 and of sheep and goats 
from 131 to 45. Although livestock numbers increased sub- 
stantially thereafter, even in 1939, twenty years after the end 
of the First World War, the cattle population was only 5 per 
cent, the number of sheep and goats 2 per cent and of pigs 
19 per cent, above 1913. 


Reconstruction 


At end period 
of war Enea 1954 
Year Index 
Bulgaria (1939=100).. ... 1948 98 129 
Czechoslovakia 
(1937=100) ....... 70° 1948 90 100%° 
Germany, eastern 
(1936=100) ....... ees 1950 8... 
Hungary (1938=100) . 45 1949 91 100° 
Poland? (1937=100) .. 40-50 1949 86 98 
Romania (1938=100) .... 1949 86  1002:° 
USSR (1940=100) ... 50° an ... 110 


Source: Reports on fulfilment of plans; Pravda, 15 Septem- 
ber 1953; Rudé Prdvo, 16 September 1953 (Prague) ; Voprosy 
Ekonomiki, Nos. 6 and 8, 1954 and No. 5, 1955; Gospodarka 
Planowa, No. 3, 1954 and No. 10, 1955 (Warsaw); H. Mine, 
The Six-Year Plan (Warsaw, 1950). 

@ 1953. 

» Crops only. : 

¢ Approximate only. Official statements relating to percentage 
increases from reconstruction year shown in table suggest 
index slightly above 100 in 1954 but qualitative statements 
indicate recovery only to approximate pre-war level; differences 
may be due to revisions of earlier estimates or to rounding. 

dPre-war boundaries for pre-war; post-war boundaries for 
post-war period. 

e Grains only. 

£1952. 


Changes in the output of essential crops and in live- 
stock numbers are indicated in tables 41 and 42. The 
incompleteness of the data for crops and the fact that 
the livestock data relate to varying periods in different 
countries, as well as within the individual countries, 
makes it difficult to assess the changes in output as 
compared to pre-war years for the area as a whole. A 
rough estimate of these changes indicates that the 
output of grain and potatoes in 1954, was only slightly 
above pre-war levels, while that of sugar-beets and 
cotton was more than 50 per cent higher. Livestock 
ranged from about 10 to 20 per cent above pre-war 
levels. Both in grain and in livestock, the increases 
in output were much more pronounced in the Soviet 
Union than in the remaining countries taken as a 
group. 


In mainland China, agricultural production re- 
covered rapidly after 1949; in that year output of 
food grain was about 75 per cent of 1936, but in 1954 
it exceeded the pre-war level by about one-sixth. 


Grain yields.in 1954 appear generally to have 
been at or above pre-war rates in the countries for 
which data are available (see table 43). The area 
sown to crops in 1955 appears to have been approxi- 
mately the same as before the war in several countries, 
although in Czechoslovakia it was still about 13 per 
cent below the pre-war level. In the Soviet Union, on 
the other hand, the sown area was increased about 


19 The change in population compared with pre-war levels is 
not based on the same pre-war year in all countries but on the 
year used in comparisons of agricultural output in that 
country. Changes in population due to changes in irontiers 
were taken into account in this estimate. 
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Table 41. Output of Selected Crops, by Country* 
(Millions of metric tons) 


Bread Coarse Sugar- 
Country and year grains grains Potatoes beets 
Bulgaria: 
1939) oobi Moto AGaxecintyid Sank wit adanned eect ts 2.1 1.6 0.1 0.3 
VOAG cds, esse oethace ceca abs Wave Seistesececew AE ais ean 1.7 ee 0.04 See 
1954 ©. eecsiarsiate’s Sblawe ok telge Woh Snuleeai deals weed 1.9 15 sacs 0.8 
China, mainland: 
1936) Matos cea ine scat Sener tGeu auiaed ate. 150.0 
I et soo ite ada ecas syns cae ca nag eaRtoe asa ete barewee 113.2» 0.2 
TOBE. oo snared Cain eek Housed eve Saversio’s ahies aoae e4 169.5» 1.0 
Czechoslovakia: 
1935-1937, annual average ..............0000 3.0 2.5 9.9 4.8 
1945 satiee cg Cheek canoer neat oaa cae tea 2.1 15 6.8 3.2 
OBB aioe ochre ecvosenk b wrarederanesa ove ehieree oes o veeeee 5.0° 8.5 5.5 
Germany, eastern: 
1934-1938, annual average .......-....0ce eee 3.6 2.9 13.6 5.4 
FQN ac cual bea: save aloe a Mechevedave Sioned oie Wise Galas 2.0 1.34 8.1 3.1 
LOGS hese, 5S: 5P0 iaateyercaveSrases Koch ayeilere aves eidavereteoree 3.8 2.4? 13.3 6.1 
Hungary: 
1934-1938, annual average ...............--08 2.9 3.1 2.1 1.0 
F948G © sicreloek Since Ss naa we eeneca wee eee 8 1.6 2.0 1.1 ieee 
OD, Fo wes stent Riccate poste sido Misa gars ear bias ateens 2.3 3.3 2.3 2.3 
Poland: 
1934-1938, annual average ............. woes 8.8 45° 38.0 6.0 
LOT © iar aha ead sick hes a Bese area eae bible sub aes ee es 5.3 2.8° 30.8 3.5 
OE ne gape sk ja ss etapa ula Bide cid dh dye Seela la WIRE areal oe 1.9 2.9et 33.8 7.0 
Romania: 
1935-1939, annual average .................05 8.5 1.0 0.4 
LAG cas cae cs B5d ate ea ace iS aed pelos Sasa ead Soap es 2.7 0.9 aa 
LOA ss aie arcie Coie eka sche aliletoy Habe E ete be 9.0 2.38 1.38 
USSR 
NOAQ: Net sse itis is bse 89 aoc as Gaal Dot peewee 119 72.0 21.0 
TOAG» - hatsrg sectors ox Palacd. SRS IEE. 3 Rees seats torn Mw 61 9.0 
DOS mere debe See sio hes pleg eras ade 0 Sie gelesen th oo 1312 87.0: 33.08 
Yugoslavia: 
1935-1939, annual average ............ 0000 es 3.03 5.2* 15 0.6 
QA g. icoas bins sare a Setralg 8 RacdraserdyaNore-eie Golde wk Shia 2.83 4.8 L4 15 
VOS4 cui eevedlntae artiae ery, b pare Io. OR Mie oe SEAS ® 1.65 3.5* 1.9! 1.2™ 


Source: United Nations, Statistical Yearbook, 
1948 to 1953, and Economic Survey of Europe 
in 1954; Bulletin mensuel de la Direction géné- 
rale de statistique, November 1947 (Sofia); 
Probleme der Tschechoslovakischen Wirtschafts- 
planung (Prague, 1949); Rudé Prdvo, 15 April 
1954; Die Wirtschaft, 13 April 1954 (Berlin) ; 
Magyar Statisztikai Zsebkonyv (Budapest, 1948) ; 
Szabad Nep, 14 September 1952; Rocznik Statys- 
tyczny (Warsaw, 1949); Wiadomosci Statystyczne, 
20 December 1949 (Warsaw); Gospodarka Pla- 
nowa, September 1952; Six-Year Plan (Warsaw, 
1952); Statistica Agricola a Romanei (Bucha- 
rest, 1948); N. Voznesensky, War Economy of 
the USSR during the Period of Patriotic War; 
Pravda, 21 March 1946 and 15 September 1953; 
Statisticki Godisnjak, 1955; and reports on ful- 
filment of plans. 

a Pre-war data relate to post-war territory. Crop 
data, so far as known, relate to barn harvests, 
except for the Soviet Union, and for eastern 
Germany in 1953, where they represent biological 
yields. 

bAIl food crops, including rice, wheat, pota- 
toes and others. 

¢ In 1954 bread grains, 2.1 million tons; barley, 
1.2 million. 


@Barley and oats only. In 1934-1938, annual 
average output of barley and oats was 2.6 mil- 
lion tons. 

e Barley and oats. 

f Annual average for 1951-1953. 

£1952 for potatoes and 1953 for sugar-beets. 

h Based on data for 1952 output and statements 
in reports on the fulfilment of plans indicating 
that output in 1953 and 1954 was approximately 
equal to that of 1952. However, the following 
index of grain output, presumably based on actual 
harvest data, was published in Pravda, 15 Feb- 
ruary 1956 (1950 = 100): 1951 = 97, 1952 = 
113, 1953 = 101, 1954 = 105, 1955 = 129. This 
index cannot be linked with pre-war periods nor 
used to compute the harvest in physical terms 
because of lack of information on actual output 
for any of the years covered. 

11950. 

i Wheat and rye. In 1953, the output was 2.8 
million tons. 

kK Maize, barley, oats; exclusive of maize for 
fodder, which in 1948 was 429,000 tons and in 
1954, 351,000 tons. In 1953 total output of maize, 
barley and oats was 4.6 million tons. 

1Jn 1953, 2.1 million tons. 

m In 1953, 1.5 million tons. 
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Table 42. Number of Livestock, by Country 


(Millions) 
Country and year® Cattle Pigs Sheep 

Bulgaria: 

OBO ras lass tat sensu 8G eS. oe 1.6 Li 11.0 

1946 (December) ........ 2.0 0.9 9.8 

19540 5.2) cies cae ig Sie arenerasipe tes 17 2.1 8.4? 
China, mainland: 

[949 eed cca deteed nets eat 43.9 57.8 42.3> 

WO54: tie niic cured sites eaene 63.6 101.7 81.3" 
Czechoslovakia: 

1936 (December) ........ 4.4 3.1 0.5 

1946 (January) .......... 4.1 2.4 0.5 

1954 (January) .......... 3.8 3.5 11 
Germany, eastern: 

1936 (December) ........ 3.6 6.2 1.6 

1947 (December) ........ 2.8 2.0 0.7 

1954 (December) ........ 3.8 8.4 2.9¢ 
Hungary: 

1988 (Aprils cceeaiarens 1.9 5.2 1.6 

1946 (May) ............. ll 13 0.5> 

1954 (March) ........... 1.9 4,54 1.62 
Poland: 

1938 (June) ............- 9.9 9.7 1.9 

1947 (June) ............. 4.7 4.3 1.0 

1954 (June) ............. 1.7 9.7 4,2 
Romania: 

L939 sere intnsde.an mysctcs weld caters 3.7 2.5 10.3 

1945 (December) ........ 2.5 1.0 5.6 

1953 (December) ........ 4.6 3.6 11.3 
USSR: 

1941 (January) .......... 54.5 27.5 91.6» 

1946 (January)* ......... 46.8 8.6 69.1» 

1953 (January)® ......... 56.6 28.5 109.9> 
Yugoslavia: 

1939 (December) ...... ae 43 3.5 10.3 

1949 (January) .......... 5.3 4.1 11.7 

1954 (January) .......... 5.1 4.3 12.1 


. Source: See table 41. Pre-war data relate to post-war ter- 
ritory. 

® Months are shown if indicated in source. 

b Sheep and goats. 

¢Data represent number of sheep and goats in October 
1954; in 1936 the total number of sheep and goats was 2.3 
million. 

4In October 1954 the number of pigs was 6.8 million. 

© December figure. 

f Estimated on the basis of planned percentage increases for 
1947 and planned stock at the end of the year. According to 
statement of G. M. Malenkov, Pravda, 6 October 1952, in- 
creases from July 1945 to July 1952 were as follows: caitle, 
13.4 million; pigs, 21.2 million; sheep, 41.8 million. 

&No data are available on the January census for 1954, 
because the date of the annual livestock census was advanced 
to October. The data relating to the October census in 1953 
and 1954 are as follows: 1953, cattle 63.0 pigs 47.6, sheep 
114.9, goats 20.9; 1954, cattle 64.9, pigs 51.0, sheep 117.5. 

hNumber in January 1952, 26.7 million; January 1953, 
28.5 million; October 1953, 47.6 million. The sharp rise from 
January to October may be seasonal in part. 


10 per cent above the pre-war level in 1954 and 
another 10 per cent in 1955, as part of a large-scale 
programme to expand agricultural output. As may be 


seen from table 44, there has been a significant shift 
in all countries in the utilization of land in favour 
of industrial crops. This shift was much more pro- 
nounced in countries which began a period. of rapid 
industrialization after the war than in the Soviet 
Union, where the share of land under industrial 
crops was already relatively high. 


The levels of output reached in 1953 and 1954 fell 
considerably short of the targets set for agriculture 
in the development plans. Indices of the planned and 
actual output of agriculture in centrally planned 
economies are shown below (first year indicated 


= 100). 


Planned Achieved 
Bulgaria (1948 to 1953).......... 157 125 
China, mainland (1952 to 1954).... 109 107 
Czechoslovakia (1948 to 1953)..... 153 114 
Germany, eastern (1950 to 1955)... 157 144 
Hungary (1949 to 1954).......... 154 112 
Poland (1949 to 1955).........4.. 150 120 
Romania (1950 to 1955).......... 1884 150 
USSR (1950 to 1955) ............. 140-150 wae? 


Source: Development plans, reports on fulfilment of plans 
and other official sources. 

aThe figure of 188 was based on the harvest expected for 
1950, which in fact turned out to be a bad year. The target, 
based on actual output in 1950, would amount to 254 in 1955. 

b Possible increase in agricultural production was of the 
order of 20 per cent during the five-year period as a whole. 


The lack of achievement of these planned objectives 
and the very low rates of development in agriculture 
during the second half of the post-war decade were 
due not only to natural conditions, such as un- 
favourable weather and limited scope for the exten- 
sion of cultivated areas (except in the Soviet Union), 
but even more to policies affecting investment and in- 
centives for expansion of agriculture. It is true that 
rapid industrialization eliminated some of the economic 
obstacles which during the inter-war period had ham- 
pered the rise in productivity in agriculture in countries 
other than the Soviet Union. Before the war, deficien- 
cies in the demand for agricultural output, which had 
kept peasant incomes at a very low level, discouraged 
improvements in methods of production and attempts 
to raise yields per hectare, while lack of opportunities 
for employment in non-agricultural occupations, re- 
flected in over-population in agriculture, had kept farm 
output per man at a low level. After the war, the 
expanding urban demand for food, together with a 
shift in demand towards animal products and industrial 
crops, created incentives for increases in output per 
hectare. Simultaneously, the increasing demand for 
labour in non-agricultural occupations called for 
increases in farm output per man through improve- 
menis in technical equipment and more efficient use 
of agricultural labour. 


However, these favourable repercussions of in- 
dustrialization were overshadowed, at least during 


104 


Part I. Economic growth in the post-war decade 


Sown Area and Yield of Selected Crops, by Country 


(Sown area in millions of hectares; yield in quintals per hectare) 


Table 43. 
Country and item Pre-war® 1950 1954 
China, mainland: 

Sown area ......- cece 141.3° 147.9 
Food crops ........... aah 123.9» 129.0 
Industrial crops ...... ae 17.4° 18.9 

Yield: 

RICE: siachie go bd chins Sewers sens 24,1 24.7 
Wheat <cived venice siets 7.8" 8.9 
Czechoslovakia: , 

Sown area ........e.e eee 5.6¢ wat 4.94 

Yield: 

. Wheat ...........006. 17.4 Aree 20.34 
RYE. i bcrinacce ds frais Beasase 16.3 satis 18.14 
Germany, eastern 

Yield: 

Wheat ............00. 24.6 32.2¢ 26.9 

Ry: tee decoherence es oS 17.1 23.4¢ 21.2 

Potatoes ...........4. 173.0 178.9¢ 200.9 
Hungary: 

Sown area ...........005 5.5 5.4 5.4 

Yield: 

Bread grains ......... 13.7 oe 13.9¢ 
Coarse grains ......... 18.4 sete 16.9% 


Source: United Nations, Economic Survey of Europe in 1953 
(sales number: 1954.IL.E.2) ; Economic Survey of Europe Since 
the War (sales number: 1953.1LE.4), Economic Bulletin for 
Europe, August and November 1955; International Institute 
of Agriculture, International Yearbook of Agricultural Statis- 
tics, 1947 (Rome). Hsin Hua Monthly, November 1955; 
Zemledelske Noviny, 12 August 1954 (Prague); Statistische 
Praxis, October 1955 (Berlin) ; Probleme Economice, No. 12 
(Bucharest, 1950); 'Viadomosci Statystyczne, December 1949 
and February 1951; Gospodarka Planowa, December 1953; 
Statisticki Godisnjak. 


4 Figures represent annual averages as follows: Czechoslo- 
vakia, 1933-1934 for yields, 1934-1938 for area; eastern Ger- 
many, 1934-1938; Hungary, 1936-1940; Poland, 1934-1938; 
Soviet Union, 1940; Yugoslavia, 1935-1939. 


the latter part of the post-war decade, by the effects 
of the very rapid expansion of industry and the 
specific patterns of development that were adopted. 
Rapid gains in non-agricultural employment required 
a considerable increase in marketable surpluses of 
agricultural goods for the urban population. In all 
countries except the Soviet Union, however, most 
farms were subsistence farms, producing chiefly for 
their own needs,?° and with low productivity levels. 
The outflow of labour to the urban area led to higher 
per capita consumption on the part of the remaining 
farm population, rather than to a commensurate rise 
in marketable surpluses. In these conditions, all 
countries introduced systems of compulsory deliveries 


20Tn Bulgaria, Poland, Romania and Yugoslavia, more than 
50 per cent, and in Czechoslovakia and eastern Germany over 


iy per cent, of farms consisted of fewer than ten hectares of 
and. 


Country and item Pre-war® 1950 1954 
Poland: 
Sown area ...... cece eae 15.8 15.2 15.28 
Yield: 
Grains veces sedan wees 11.4 12.4 15.42 
Potatoes ........2ee0e 138.0 110.0 121.0 
Romania: 
Sown area ..........0005 aud 9,4 9,33 
USSR: 

Sown area ............5- 151.0 146.9 166.1* 
Grains 2.0.0... cece eee 111.1 103.3 112.0 

Yield: 

Grains ...... ccc cee eee 10.7 12.2 
Potatoes ..........00. 91.0 101.0 
Yugoslavia: 

Sown area ..........-05- ye 7.2 7.9 
Grains. iia eusieakes 6.2 5.2 5.4 
Industrial crops ....... 0.2 0.4 0.4 

Yield: 

Wheat ..............-. 12.2 10.3 7.5 
Maize ...... cece eee 16.7 9.4 12.2 
Potatoes ..........46- 59.0 43.0 72.0 

b 1952. 

¢ Estimated. 


41953. The sown area was 4.79 million in 1954 and 4,89 
million in 1955. 

e 1951. 

£1950-1954 average; coarse grains in 1953 and 1954, 19.3 
quintals per hectare. 

In 1955, 16.0 million hectares. 

h 1955. 

iIn 1934-1938, sown area under grain, potatoes and sugar- 
beets within the post-war boundaries was 8.3 million hectares. 

iIn 1955, 9.5 million hectares. 

k Jn 1955, 183.1 million hectares. 

1 Biological yield. 


with the objective of limiting rural consumption and 
assuring maximum supplies of food to the cities. 
This was considered a partial and inadequate solution, 
which was to be followed by grouping millions of 
small farms into larger units, to facilitate the intro- 
duction of modern farming methods, an increase in 
farm output and the release of manpower for ex- 
panding industries. Simultaneously, collectivization 
was intended to bring the distribution of agricultural 
produce under closer government control. As may 
be seen from table 33, collectivization, which had 
proceeded slowly in most countries before 1950, 
quickened considerably afterwards, in conjunction 
with the speeding up of indusirialization between 1951 
and 1953. 

However, collectivization was often brought about 
by administrative and economic pressure, rather than 
on a voluntary basis. In several countries the resistance — 
of peasants was expressed in the reduction of sown 
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area and in the slaughtering of livestock.** Un- 
certainty about the future of private farms had a 
discouraging effect on the expansion of output in the 
private sector of agriculture, which even in 1954 
represented between 40 and 80 per cent of the 
arable land. 


In the Soviet Union, where collectivization of agri- 
culture had been achieved before the war, there was a 
strong tendency to discourage individual farming on 
private plots by the members of collective farms. 
This policy, accentuated during the period of amalga- 
mation of collective farms in 1950, led to a sub- 
stantial decline in the total output of private plots 
and particularly affected livestock production. The 
importance of this sector of agriculture was by no 
means negligible; about 40 per cent of all cattle and 
almost 60 per cent of the cows and the hogs were 
privately owned in 1953, and almost 40 per cent .of 
all deliveries of potatoes, and a substantial propor- 
tion of output and deliveries of vegetables, poultry 
and eggs, were derived from private plots. 


Apart from these pressures, which affected the 
expansion of production on private farms, more 
general causes of the marked slackening in agriculture 
were the relatively low rate of investment and the 
price and fiscal policies prevailing during this period, 
which reduced incentives in both private and collective 
farming. Centralized investment funds allocated to 
agriculture in development plans represented only 
between 6 and 18 per cent of the total investment 
budget in most countries of this group, and the share 
of agriculture in actual investment during the period 
was probably even lower. According to official state- 
ments, the total amount of investment was insufficient 
to take advantage of opportunities resulting from the 
creation of large collective farms. Private farming was 


21 “In some countries of the people’s democracies, one ob- 
served cases where peasants entering the producer’s co- 
operatives were killing part of the livestock ...”. (Voprosy 
Ekonomiki, No. 6, 1955). 


in a far worse situation because of the scarcity of 
building materials, tools and farm implements avail- 
able to individual peasants. Although the supply of 
artificial fertilizers and machinery rose substantially, 
it was insufficient to meet requirements. Inadequate 
construction, especially of barns and storage and 
water facilities, checked the rise in livestock numbers 
and. their productive yields. 


The system of compulsory deliveries applied during 
the period also had a depressive effect on incentives 
to raise output in both collective and private farming. 
Prices paid for these deliveries represented only a 
small part of free market prices, and quotas were 
generally very high, leaving only a small proportion 
of agricultural surpluses for sale on the free market 
or under contract to government agencies.?? Since in 
actual practice delivery quotas were frequently revised, 
the inducement to raise output was seriously affected 
by apprehension that the principal effect of an increase 
in output would be a rise in delivery quotas. 


Both the inadequacy of investment in agriculture, 
and the lack of incentives resulting from high delivery 
quotas and low prices, were closely related to the 
pattern of development as shaped by the policy de- 
cisions of central authorities during this period. The 
high priority given to heavy industry in allocation of 
resources had as its corollary the scarcity of investment 
goods available for agriculture and of manufactured 
consumer goods offered to the peasants. In these 
circumstances, the extremely low prices and the high 
delivery quotas acted as a tax on peasants’ incomes, 
intended to curb rural demand for manufactured 
goods and to restrict peasants’ consumption of their 
own produce, in order to secure necessary supplies 
for the cities. The very high rate of investment in 
heavy industries imposed a limitation on both invest- 
ment and consumption among the agricultural 
population. 


22 At prices generally lower than free market prices, but 
very much higher than prices paid for compulsory deliveries. 


Table 44. Indices of Land Utilization in Selected Countries, 1952 


(1938= 100) 
Arable Potatoes and Industrial Temporary 

Country land Grain fodder crops crops grass 
Bulgaria: (oo0e3 Mislead 91 92 ae 149 Sask 
Czechoslovakia ...........00.0 00 eee 94 90 79 130 116 
Germany, eastern ..............0005 96 90 102 149 73 
Hungary ...... cece cece cece eee 100 93 100 386 92 
Poland ives aiid beefs cata ts sre ate eA ate 94 95 90 154 78 
USSR cveteiue oShecu vanetie dete 1042 97 100° 109 144° 
Yugoslavia... cee cece cece e eee ees 93 86 79 169 161 


Source: Food and Agriculture Organization of the United Nations and Economic Commission for 


Europe, European Agriculture. 
a Sown area. 
» Potatoes and vegetables only. 


¢ All fodder, inclusive of fodder roots and silage crops. 
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In the course of 1953, economic policy as applied to 
agriculture was significantly changed.”* Investment in 
agriculture was sharply expanded in all countries of 
the group; supplies of machinery and building 
materials, as well as of fertilizers, were substantially 
increased. In the Soviet Union, there was a very 
large increase in sown area in 1954 owing to ploughing 
virgin and fallow lands in the eastern areas, and 
special attention was given to the extension of fodder 
supplies by a sharp rise in the area under maize. 
Some other countries were part of the arable area 
had not been in use, also increased the total area 
under cultivation. Further withdrawal of manpower 
from agriculture ceased as incompatible with the 
growth of agriculture, and serious efforts were made 
to shift manpower from urban areas back to agri- 
culture. Furthermore, prices allowed for compulsory 
deliveries were considerably increased and quotas 
were reduced; in several countries, quotas were fixed for 
a few years in advance to make it clear to producers 
that a rise in output would result in higher incomes 
for peasants. This, together with reductions in direct 
taxes and in prices of manufactured goods, led to 
substantial increases in peasants’ incomes, while the 
amount of manufactured investment and consumer 
goods made available to peasants was increased. The 
negative attitude towards private farming was con- 
demned, and various measures tending to encourage 
private production, such as credits and temporary 
exemptions from taxes or deliveries, were introduced 
in several countries. In countries in process of collecti- 
vization, the voluntary principle for joining co- 
operatives was reaffirmed, and in some countries with- 
drawal from co-operatives was permitted. In Czecho- 
slovakia and Hungary this resulted in a decline in 
the number and area of collective farms. The process 
of collectivization was generally slowed down in all 
countries, though efforts to induce farmers to join 
co-operatives, and preferential treatment of collective 
as compared with private farms, were continued and 


reinforced in 1955. 


23For a more detailed description of these changes, see 
United Nations, ‘World Economic Report, 1952-53 (sales num- 
ber: 1954.11.C.1); Food and Agriculture Organization of the 
United Nations and Economic Commission for Europe, Euro- 
pean Agriculture. : 


Part I. Economic growth in the post-war decade 


In mainland China, government policy towards 
agriculture has differed in many essential aspects from 
that of other centrally planned economies. First, no 
extensive mechanization is contemplated before the 
full development of the tractor producing industry 
during the second five-year plan beginning in 1958. 
Second, although government policy aims at complete 
collectivization, this is to proceed by stages. During 
the initial period, the predominant form of co- 
operative farming was the mutual aid team, which 
was a rather loose association pooling only farm 
implements and draught animals and _ preserving 
private ownership of land and output. Since the com- 
pletion of land reform measures in the winter of 
1951/52, efforts to organize co-operative farming 
have been intensified; from 1950 to 1954 the propor- 
tion of peasant households organized in mutual aid 
teams and co-operatives increased from 11 to 60 per 
cent of the total. There has also been an accelerated 
shift from the system of mutual aid teams to producers’ 
co-operatives, in which income is distributed among 
members according to their contributed shares in land 
and implements and according to work performed. 
As a further step, it is contemplated gradually to 
transform a large proportion of producers’ co- 
operatives into collective farms of the Soviet type. 


In Yugoslavia, a change in policy towards agri- 
culture occurred earlier and was much more drastic 
than in other countries of the group. In the beginning 
of 1953, members of collective farms were allowed 
to withdraw the land they had contributed and to 
dissolve the co-operative. Simultaneously, the right 
to sell and buy land and to hire labour was introduced. 
Compulsory deliveries were almost completely abol- 
ished. As a result, the number of co-operatives was 
reduced from nearly 7,000 in 1950 to about 1,100 in 
1954, and the share of the co-operative sector in 
agriculture fell from 18 per cent of the arable land 
to 4 per cent. The decision to abandon the collectiviza- 
tion of agriculture for the time being was motivated 
by the inability of the Government to provide co- 
operatives with agricultural implements, seeds and 
technical help; lack: of these made it impossible to 
offer sufficient incentives for more efficient work by 
members of co-operatives. 


The National Income and its Composition 


National income increased considerably during the 
post-war decade in all centrally planned economies. 
As shown below, the indices of national income in 
1954 for countries for which data are available ranged 
from about 60 to more than 100 per cent above pre- 
war levels.?4 


24Pre-war year for Bulgaria and Hungary, 1939; Czecho- 
slovakia, 1937; Poland, 1938; Soviet Union, 1940. Indices are 
rounded to nearest 5 per cent. 


In view of the rapid expansion of industry and 
the slow rate of growth of agriculture, the rise in 
national income was everywhere accompanied by a 
marked increase in the share of industry and a decline 
in the share of agriculture. The most striking changes 
naturally occurred in the least developed countries, 
such as Bulgaria and Romania (see table 45). Even 
in Czechoslovakia, however, where industrial produc- 
tion before the war accounted for more than half 
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Bileariay is as deed y.cw awaivend Sas tanieds 190 
Czechoslovakia 1.0.0.0... cee e cece 165 
Hungary 1... ccc cece eee teen eee 160 
Poland? des was oc pe hot pe wh wearers 220 
USSR: nstdivieteiee 0 S.crahenaihians Seetuine cake 245 


Source: Reports on fulfilment of plans and other official 
sources. 

a Pre-war data based on area within pre-war boundaries. 

b The index for the Soviet Union until 1950 was expressed 
in 1926/27 prices, and therefore overstated actual increases 
during this period; since 1951 the indices have been linked 
to the earlier index. 


of the national income, post-war expansion raised 
that share to 70 per cent in 1953. Although no official 
estimates are available for the Soviet Union, the 
increase of 190 per cent in industrial production, in 
conjunction with an increase in farm output of about 
10 per cent, suggests a substantial decline in the 
share of agriculture. 

The shift in the composition of national income 
was associated with a movement of population from 
agricultural to non-agricultural occupations. While 
data on the number of persons actively engaged in 
agriculture are not generally available, some indica- 
tion of the shift may be derived from data on urban 
and rural population shown in table 46.”° In virtually 


251%t should be noted that part of the rural population is 
employed in non-agricultural occupations. 


all these countries, the rural population declined, not 
only in relation to the total but also in absolute num- 
bers. Although data on total Soviet population are 
not available, it is evident from figures on urban 
population and qualitative information on total num- 
bers that the rural population did not increase and 
probably even decreased. Notwithstanding a shift to 
urban areas, the proportion of rural population in 
most countries of the area has remained very high 
despite a substantial reduction in the share of agri- 
culture in total output. While lack of data on the 
active population? in agricultural and non-agri- 
cultural occupations precludes definite conclusions 
concerning possible further changes in the distribu- 
tion of labour, it is clear that the very high proportion 
of the population in agriculture leaves great possi- 
bilities for further shifts towards industry in most 
countries of this group, provided that farm technology 
is improved and productivity increased. 


As might be expected from changes in the pattern 
of production, the relative share of national income 
devoted to investment in the post-war decade was 
substantially higher, and the share devoted to con- 


26 For instance, according to official estimates, in the Soviet 
Union the rural population represented 68 per cent of the 
total in 1939, while the economically active population in 
agriculture represented about 53 per cent of the total active 
population, 


Table 45. Changes in Relative Shares of Industry and Agriculture, Selected Countries 
(Percentages of total output) * 


Country and year Industry Agriculture 

Bulgaria: 

BOBO instiletiate witae hetinter ds tong ele eee Wi 34 66 

LOG 2 ina: aan gogitcocnc oneal aacnth avele. Be 51 49 

194i eke scunt RAS AN Matiew Sale esr eee 56 44 
China, mainland: 

LAO”: ceteat diashcnsind We Atete rel ead ha stein 17 ee 

LOGS is ecciuaTeatastia's Baueieeed dd ena ayes 33 50 
Czechoslovakia: 

VOB 7 aca sedeedtitatern PRR AR Aa ete 53° 23 

VOAG a icacnsiaed tienen sere dade. Va tek 56° 20 

OBB, aed cise Siesesececi ee 8k sg8e coal ta noe atc 70° 13 


Source: Voprosy Ekonomiki, No. 7, 1954; reports on fulfil- 
ment of the five-year plans of Hungary (1950-1954) and of 
Czechoslovakia (1949-1953) ; Ekonomista, No. 3, 1954, Politika 
Ekonomika a obecne otazky zemedelske, No. 2, 1956 (Prague). 
Tt is not known to what extent the relative shares in this table 
may be affected by changes in relative prices of agricultural 
and industrial products. 


a@For Czechoslovakia, Hungary, Poland, data represent net 
output as a percentage of national income; for Bulgaria and 
Romania, gross output as a percentage of aggregate gross out- 
put of industry and agriculture; for mainland China, gross 
output as a percentage of aggregate gross output of industry, 
agriculture and handicrafts. 


bThe share of agriculture in national income in 1948 was 
52 per cent and in 1952, 34 per cent; that of industry and 
handicrafts, 836 and 47 per cent, respectively. 


Country and year Industry Agriculture 

Hungary 

1930! tse colet cert aslo teas ae, 424 Bee 

L9G. neice ae eta eel eaeh eadts 504 21 

QDS essiciap tsa Me tei, cea ah orate tenia eed 644 14 
Poland 

LOST asad h ag witadtedeaa ln ieee. 30° 45 

1946? a. da Sa eal hohncte us aac axis 32° 31 

1952) cata edai ye Miata res awa s 53° 28 
Romania! 

1939! vein Seas Sain ee tae ees 40 60 

LOA sie Seaialasnd er tpeteretenases edi esa kve 05% 48 52 

VOB? casks aits tus acabardty a ef acere casera, ebanele tess 63 37 


¢ The share of industry in the gross output of industry and 
agriculture was as follows: 1937, 58 per cent; 1948, 75 per 
cent; 1953, 84 per cent; 1954, 81 per cent. 

dIncluding construction; mining and manufacturing to- 
gether represented 46 per cent of national income in 1949 and 
59 per cent in 1954, The share of industry in the gross output 
of industry and agriculture was 44 per cent in 1938 and 80 
per cent in 1954. 

€ Industry and handicrafts; construction represented 5.9 per 
cent in 1937, 3.5 per cent in 1946 and 6.9 per cent in 1952. 
The share of industry in the gross output of industry and 
agriculture was as follows: 1937, 44 per cent; 1949, 65 per 
cent; 1952, 76 per cent; 1954, 79 per cent. 

f According to a report presented to the Second Congress of 
the Romanian Workers’ Party in December 1955, industrial 
production accounted for about 50 per cent, and agricultural 
output over 25 per cent, of national income in 1955. 
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Table 46. Rural and Urban Population, Selected 
Countries 
(Millions) 
Rural 
Country and year Total 7 Per cent 
population Urban Number of total 
Bulgaria :* 
OBST Src, cha haes 6.1 1.3 4.8 78.7 
1946 ........ eee 7.0 1.7 5.3 15.7 
Czechoslovakia: 
1930 ........000. 14.7 6.9 7.8 53.1 
TOA ocean ew ete aes 12.1 5.9 6.2 51.2 
Hungary :° 
1930+ seein ois. vere 8.7 2.9 5.8 66.7 
1949 ....... eee 9.2 3.2 6.0 65.2 
1954) eee loreie erecehtores 9.7 3.9 5.8 59.8 
Poland :4 
LOST) csdaa Auceeraveen oe 29.9 11.0 18.9 63.2 
W946 .o eee eee ee 23.6 74 16.2 68.6 
O58 a.cise aire. eral oes 26.5 10.9 15.6 58.9 
Romania :*® 
1930 ..........0. 18.1 3.7 14.4 79.6 
1O4BT ee ees selnsets 15.9 3.7 12.2 76.7 
L958 vats aicwrselarccen s 17.0 5.5 11.5 67.6 
USSR: 
1926 oovradesahechs 147 26 121 82.3 
1940 ............ 193 61 132 68.4 
1953). cede ede ds wae 80 wine 
Yugoslavia :® 
1948 .......e eee 15.4 2.6 13.2 85.7 
1953) bee natewe ceed 16.9 5.6 11.3 66.9 


Source: United Nations, Demographic Yearbook, 1952 (sales 
number: 1953.XIIL.1); Sztatistikai Szemle, 1 January 1955 
(Budapest); Przeglad Zagadnien Socjalnych, August 1954 
(Warsaw) ; Voprosy Ekonomiki, No. 8, 1954; N. Voznesensky, 
War Economy of the USSR during the Period of Patriotic 
War; Pravda, 9 August 1953; Statisticki Godisnjak. Data for 
pre-war years refer to pre-war boundaries. 

@ End of year data, 

b 1930, December; 1947, May. 

©1930, end of year; 1949, January; 1954, total, end of year, 
with distribution among rural and urban based on percent- 
ages for July 1954. 

41931, December; 1946, February; 1953, based on total at 
end of year and a statement on percentage of urban popu- 
lation. 

€1930, end of year; 1948, January; 1953, not specified. 

£1926, 17 December; 1940 and 1953 not specified. No popu- 
lation data are available for 1953. Estimates based on indirect 
evidence are contradictory; thus, an estimate based on the 
number of electoral districts and the population per district 
gives 212 million in 1953; estimate based on increases in per 
capita output and total’ output (Pravda, 6 October 1952) 
indicates no increase from 1940 to 1951 and about 200 million 
population in 1953. The most recent statement on per capita 
increase in output of steel from 1940 to 1955 would indicate 
a 3.8 per cent increase in population, that is, about 200 million 
in 1955, and, allowing for an average annual increase of over 
3 million as stated for this period in official pronouncements, 
about 193 million in 1953. 

& 1948, 15 March; 1953, 31 March. 


sumption much lower, than before the war. During 
part of the reconstruction period, the rise in consump- 
tion may have paralleled that of national income, but in 
the course of the long-term development plans, however, 
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the relative share of consumption declined substan- 
tially. The decline was concentrated in the period be- 
fore mid-1953; during the change of policy from mid- 
1953 through 1954 the relative share of consumption 
was significantly increased. In absolute amount con- 
sumption in 1954 was significantly above pre-war levels 
both on an aggregate and on a per capita basis, While 
agricultural production was only about 10 per cent 
above pre-war levels, food consumption rose by a 
greater amount owing to changes in foreign trade. 
Consumption of manufactured goods generally rose 
much more than food consumption as is illustrated 
by the rise in output of textiles and shoes shown in 
table 36. 


While data on aggregate consumption are lacking 
in almost all countries and data on investment are 
generally also incomplete, some indication of the 
divergent trends in these components in relation to 
national income may be obtained from the indices of 
retail sales and. fixed investment in table 47. Indices 
of retail sales are very imperfect indicators of con- 
sumption, since they do not reflect changes in con- 
sumption by peasants of their own products. In some 
cases the indices relate only to the State and co- 
operative sectors and do not include. changes in the 
volume of private and collective farm trade. During 
periods when population is shifting from agricultural 
to non-agricultural occupations, retail sales naturally 
tend to show a greater increase than does total con- 
sumption. In addition, where the index of retail sales 
relates to socialized trade only, the rise in sales may 
be heavily influenced by the shift from private to 
socialized trade. Despite these elements tending to 
raise the index of retail sales above the actual in- 
creases in consumption, retail sales showed a much 
slower increase in all countries than did investment 


until 1953. 
In Czechoslovakia, which has published data on 


real consumption, the rise in national income was 
more than twice as large and in investment five times 
as large. In Poland, similar relations prevailed between 
the rates of growth of investment, national income 
and total retail trade. In Hungary the divergence in 
trends was even more striking. Only in the Soviet Union 
and in eastern Germany did retail trade increase more 
than national income and in the Soviet Union even 
more than State fixed investment. In eastern Germany, 
which depends heavily on imports of food, this might 
be due partly to an increase in net imports and to the 
abolition of reparations. 


The lag in consumption in relation to national in- 
come during the period 1949-1953 reflected not only 
the relatively larger increase in investment, but also 
the sharp expansion noted above in military expendi- 
ture. As already indicated, it was accompanied in 
several countries by inflationary pressures and a 
decline in real wages. 
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Table 47. Indices of National Income, Investment 
and Retail Sales,* in Constant Prices, by Country 


Country, base year and item 1952 1953 1954 

Bulgaria (1948=100) : 

National income ............- 167 193 aes 

Investment .......-0c..ceeces 229 256 267 
Czechoslovakia (1948=100) : 

National income ............- 152 160 167 

Investment .......0.eeeeeee .. 205 200 200 

Consumption ..........+..60. ois 125 «(145 

Retail trade ......-...cce eae Bite 133 160 
Germany, eastern (1950=100) : 

National income ............. 130 137 150 

Investment ............0000e- 150 177 158 

Retail trade? ............000 150 170 193 
Hungary (1949=100) : 

National income ............- 142 153 151 

Investment ....... 00.2.0 02 eee 235 247 174 

Retail trade ............0..0.. 98 108 131 
Poland (1949=100) : 

National income ............. 149 161 172 

Investment ............e0000- 214 244, 249 

Retail trade® ...........0005. 120 128 151 
Romania (1950=100) : 

National income ............. 137 152 159 

Retail tradet .............25. 123 155 178 
USSR (1950=100) : 

National income ............. 124 134 149 

Investment .......000cceeeees 124 129 148 

Retail trade? ................ 126 152 179 
Yugoslavia (1949=100) :¢ 

National income ............. 94 113 120 

Investment .........00. eee ee 103 129 145 


Source: Reports on fulfilment of plans; United Nations, Eco- 
nomic Survey of Europe in 1955 (sales number: 1956.II.E.2). 

a National income is defined as net output of industry, build- 
ing, freight transport, trade and agriculture. Investment data 
refer to total gross fixed investment except for the Soviet Union 
and Czechoslovakia, where they represent only State fixed in- 
vestment, exclusive of collective farm and private investment. 

b State, co-operative and private trade. 

¢For 1952 and 1953, State, co-operative and private trade; 
for 1954, State and co-operative trade only. During 1954 the 
share of private trade was much smaller than in 1949, and 
turnover in such trade seems to have increased in line with 
that of socialized trade. 

d State and co-operative trade only. 

€ Gross national product, including repairs and maintenance. 


This trend was reversed in mid-1953 by government 
decisions calling for a reduction in the share of 
investment in national income and a rise in the share 
of consumption. As indicated in table 47, while 
national income increased in all countries, fixed in- 
vestment in 1954 remained practically unchanged in 
Czechoslovakia and Poland and declined sharply in 
eastern Germany, Hungary and Romania. Military 
expenditure, which had increased substantially during 
the preceding period, either remained unchanged or 
declined. Government reserves and stocks of consumer 


goods in 1953 were also substantially reduced and net 
imports of consumer goods and raw materials for the 
production of consumer goods augmented in order 
to make possible increased consumption. Retail sales 
accordingly increased more than national income, 
and real wages recovered to levels higher than in 1950. 
In the Soviet Union, where investment had risen at 
approximately the same rate as national income from 
1950 to 1952, it rose at a much slower rate in 1953 
but recovered its relative share in 1954. In 1953, the 
effect of the decline in the share of fixed investment 
upon consumption was reinforced by reductions in 
stocks but probably offset in part by an increase in 
military expenditure; in 1954, however, a decline in 
military expenditure was planned.?* Retail sales in- 
creased both in 1953 and in 1954 in relation to 
income—substantially more than during the preceding 
years. In Yugoslavia the share of investment in 
national income increased from 1949 to 1954; in 
1953 and 1954 this increase was more than offset 
by a decline in the share of military expenditure. 


Changes in distribution of investment funds among 
the major economic sectors from 1950 to 1954 were 
closely related to changes in the share of investment 
in national income.”* From 1950 to 1952 the share 
of investment allocated to heavy industry increased 
substantially. However, in 1953 and 1954, there was 
a substantial reduction in its share (see table 48), 
as the share of investment in national income declined. 
Both these trends reflected the changes in government 
policy, which until 1953 was designed to restrict 
consumption in favour of investment and armaments, 
but from mid-1953 aimed at rapid improvement of 
the standard of living. 


Generally, the reduction of the share of investment 
funds allocated to heavy industry benefited primarily 
agriculture and housing. The share of investment 
allocated to light industries generally increased to a 
lesser extent, owing both to the existence of unused 
capacity in such industries and to the fact that sub- 
stantial increases in output of consumer goods were 
dependent upon prior expansion of output of agri- 
cultural raw materials and foodstuffs. In Yugoslavia, 
the share of fixed investment allocated to industry and 
building declined from 1952 to 1954 while that 
allocated to agriculture and other sectors increased. 
In mainland China in 1954, the share of industry in 
total investment rose significantly, and that of agri- 
culture increased slightly, while the share of other 
sectors declined. 


27 Only estimates of planned, not actual, military outlays are 
available for 1953 and 1954, 

28¥or a detailed review of investment in eastern Europe 
since 1950, see United Nations, Economic Survey of Europe 
in 1955. 
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Table 48. Gross Fixed Investment by Sector, Selected Countries 


(Percentages of total gross fixed investment at constant prices) 


Country and item 1950 I952 1953 1954 
Bulgaria: 
Heavy industry ........... 33 32 35 33 
Light industry ............ 4 5 5 5 
Agriculture .............. 9 13 14 17 
Housing ..............04. 14 9 9 13 
Other investment? ........ 40 41 37 32 
China, mainland 
Industry ..............026 cae we 32 36 
Agriculture .............. 00. es 8 9 
Transport ......... cece ee nee nave 14 12 
Other investment? ........ ... 46 43 


Germany, eastern: 


Heavy industry ........... 34 8649 44 41 
Light industry ............ 8 5 6 10 
Agriculture .............. 6 6 10 12 
Transport ............06% 6 10 8 9 
Housing ............0000. 13 15 17 15 
Other investment? ........ 33 15 15 13 
Hungary: 
Heavy industry ........... 39 460 46837 
Light industry ............ 3 2 3 5 
Agriculture .............. 9 13 13 23 


Source: United Nations, Economic Survey of Europe in 1955; 
Economic Survey of Asia and the Far East, 1955 (sales num- 
ber: 1956.ILF.1). 


_ * Including trade, transport, schools, hospitals, public build- 
ings and other items. 
b State investment only. 


_ ¢Including trade, housing, social, cultural and health serv- 
ices, and other items. 


4 Including trade, schools, hospitals, public buildings and 
other items. 


Country and item 1950 1952 1953 1954 


Hungary (continued) : 


Tramsport ..... cee e eee e ee 19 15 11 7 
Housing ...........0.0005 5 4 6 9 
Other investment’ ........ 25 20 21 19 
Poland: 
Heavy industry ........... 32 44 «8643 = 40 
Light industry ............ 8 9 9 5 
Agriculture .............. 9 8 8 ll 
Transport ....... cece eens 4 12 #1 1 
Housing ..........0ee0ees 7 10 10 12 
Other investment? ........ 30 18 19 21 
USSR :° 
Heavy industry ........... 55 61 56 55 
Light industry ............ 5 5 6 9 
Agriculture ...........66. 10 8 8 9 
Transport ........e eee eee 14 12 13 12 
Housings .......... eee eee 12 12 13 16 
Other investment® ........ 16 4 #17 15 
Yugoslavia: 
Industry® ......... cee eee ee 74 66 57 
Agriculture ..........0005 cee 6 6 7 
Transport .......cee eee ee cee ll I 10 
Other investment! ......... ... 9 17 26 


@ Government fixed investment only; data for 1952-1954 in 
constant prices, 

f Dwellings built by local authorities are included in “other 
investment”; those built by government industrial, agricultural 
and transport sectors are included in the classification by these 
sectors. 

& Trade; dwellings built by local authorities; schools, hospi- 
tals and other social capital; administrative buildings other 
than for industry, agriculture, transport and trade, 

hIncluding building and construction industries. 

1 New housing, social and health services, administration and 
other items. 


Expansion of Foreign Trade 


The foreign trade of the centrally planned economies 
has been profoundly influenced by political as well 
as economic factors. The existence of close political 
ties among this group of countries has been a decisive 
influence in the creation of a separate, virtually self- 
contained, trading area. This trading area has acquired 
a distinctive characteristic from the nationalization of 
industry and introduction of centralized planning; 
within it market relations have been replaced by 
transactions between State monopolies of foreign trade. 


Internal political influences were reinforced during 
this period, both by external factors and by economic 
developments which loosened ties with the rest of the 
world. On the one hand, strategic trade restrictions 
curbed the supply of some goods which the centrally 
planned economies were especially eager to import. 


On the other hand, owing to the high priority given to 
industrialization in these economies and the slow 
recovery in agriculture, there was a reduction in the 
export supply of food and lessened import demand 
for industrial consumer goods, which had constituted 
a large part of their foreign trade before the war. 
Currently, when trade with the west has begun to 
revive, the most striking development has been an 
exchange of capital goods from the centrally planned 
economies for raw materials and foodstuffs from 
under-developed countries, rather than a significant 
expansion in trade of the type that was traditional 
before the war. 


Owing to these political and economic developments, 
the trade of the centrally planned. economies with each 
other increased very substantially, while that with 
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the rest of the world declined. At the end of the 
post-war decade the volume of their total trade was 
more than two and a half times as high as before the 
war, while their trade with the rest of the world was 
less than half its pre-war level. 


The most significant expansion in foreign trade was 
in the Union of Soviet Socialist Republics, where the 
total volume in 1954 was more than four times as 
large as before the war.?® Among countries for which 
data are available) Hungary showed the smallest 
increase—55 per cent—while the remaining countries 
all registered increases of 90 per cent or more 
(see table 49). 


By 1948 trade of most of the countries, with the 
important exception of eastern Germany, had regained 
its pre-war level. From 1948 to 1954, the aggregate 
foreign trade turnover of six eastern European 
countries®® increased by 70 per cent, and the trade of 
the Soviet Union almost doubled. The Soviet Union 
emerged as the largest trading country of the group, 
followed by the Asian group of centrally planned 
economies, including mainland China, northern Korea 
and Mongolia. The shares of all other countries 
declined in varying degree, the sharpest decline being 
that of Romania (see table 50). 


29 Part of the increase reflected changes in boundary. See 
footnote d to table 49, 

80 Albania, Bulgaria, Czechoslovakia, Hungary, Poland and 
Romania. See Pravda (Moscow), 15 August 1955. 


Table 49. Indices of Trade Turnover (Imports 
plus Exports), by Country 
(Pre-war=100) 

Country Base year 19539 1954» 
Bulgaria .............05- 1938 200 214 
China, mainland* ......... 1936 160¢ of 
Czechoslovakia ........... 1937 200° 220 
Hungary ............-065 1938 150 155 
Poland .........e eee eee ee 1937 192 209 
Romania .........e.eeeee 1937 100° 190° 
USSR sete casein gietoas 1937 400 436 


Source: Planovoe Khozyaistvo, No. 4, 1954; Vopresy Eko- 
nomiki, No. 3, 1955; Vneshnyaya Torgovlya, No. 12, 1954; 
People’s China (Peking) November 1951; Prubeh Pleni Hos- 
podarskeho Planu, Rok 1947 (Prague, 1948); Zahranicni 
Obchod, No. 5, 1953 (Prague); Trybuna Ludu (Warsaw), 20 
April 1954; report on the activities of the Central Committee 
of the Worker’s Party of Romania (Bucharest, 1955). See also 
source to table 98. 

Indices of volume of trade as stated in official publications. 

b Data for 1954 estimated on the basis of volume indices in 
preceding column and percentage increases in value of trade 
turnover for the intervening period. 

©1951, 

4 Between 1950 and 1954 the turnover increased by 88 per 
cent. 

e 1950. 

£ Derived from the index for 1955 and the percentage increase 
in trade in 1955 compared with 1954, 


Table 50. Total Foreign Trade Turnover 
(Imports plus Exports)* 


(Percentage shares of individual countries) 


Country 1937 1954 

Bulgaria: 2608 94/08 s4030cs Sth Mae 2.6 2.2 
Czechoslovakia .............+-2+. 17.2 10.6 
Germany, eastern ...........00 ee 25.1 14.5 
Hungary oo... eee cece eee eee eee 6.8 5.3 
Polande 0 siees chee eeeeet evi eas 10.1 9.7 
Romania .......ce cece eee eee eens 8.0 3.7 
USSReiseeosieaies 308 wien beets 16.8 34.0 
Other countries® ............--2-5 13.3 20.0 
Torat 100.0 100.0 


ee, 
Source: United Nations, Economic Survey of Europe, 1954 
and 1955 (sales numbers: 1955.1LE.2 and 1956.[LE.2). 
aThe data were derived from estimates of the Economic 
Commission for Europe, based on fragmentary information for 
certain years, officially announced percentage increases and 
percentage shares of various flows in total trade of individual 
countries, as well as on export and import statistics of western 
countries related to their trade with centrally planned econ- 
omies. In several cases it was assumed that the value of ex- 
ports as stated by the exporting country was equal to that 
registered by the receiving country after adjustments for the 
difference between f.o.b. and c.if. In addition, it was assumed 
that price levels and price changes in western markets and 
the trade among the centrally planned economies were similar. 
It is noted in the source that these estimates are approximate, 
bNot including trade with western Germany. 
¢ Albania, mainland China, northern Korea and Mongolia. 


Despite its rapid expansion, the aggregate volume 
of foreign trade has not increased at a higher rate 
than industrial production in the period as a whole; 
in several countries—notably Bulgaria, Hungary and 
Poland—it fell significantly in relation to output. 
From 1950 to 1954, however, a period for which 
more complete data are available, the total trade of 
the group rose by over 80 per cent, or somewhat more 
than industrial production. This increase was due 
chiefly to very considerable increases in trade in 
relation to output in the Soviet Union and in eastern 
Germany (see table 51). In several other countries 
of the area the expansion of trade was much slower 
than that of output. In the case of the former the 
rapid rise in trade in relation to output was a complete 
reversal of the trend predominant during its early 
period of industrialization. 


In eastern Germany the sharp increase recorded 
in trade in relation to output is partly “statistical”; 
a substantial part of its exports during the early 
post-war years was devoted to reparations and was 
not included in export statistics. Subsequently, on 
termination of reparation deliveries, commercial ex- 
ports increased. Poland was the only country in the 
group where the rise in foreign trade lagged sub- 
stantially behind that of output during the second 
part of the decade; in 1954, however, special attention 
was devoted to expansion of exports, particularly of 
capital equipment. 
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Table 51. Indices of Industrial Production and Foreign Trade,* by Country 
(1950= 100, except as indicated) 


Country and item 


Bulgaria: 


Industrial production ...........2.6 20. e eee 
Foreign trade ....... cece eee cee eee eee 


China, mainland: 


Industrial production® ............02 0c eee 
Foreign trade 2.0.0... 0. e eee eee cece ees 


Czechoslovakia: 


Industrial production ............000eeeeeee 
Foreign trade ........ cece cece e cece eee ees 


Germany, eastern: 


Industrial production .............0eee eee 
Foreign trade ......... cece ec e eee eee eee 


Hungary: 


Industrial production ................00000- 
Foreign trade ........ ee cece eee eee 


Poland: 


Industrial production ...............000000 
Foreign trade .......... ccc cece eee e ee eees 


Romania: 


Industrial production ................00000- 
Foreign trade ....... ec cece cece cece eee eee 


USSR: 


Industrial production ................eee eee 
Foreign trade .......... ec ce eee eee cree 


1947 1952 1953 1954 
sac avates os 45 140 157 171 
syarn ate raretets 62 156 191 204 
eraigeee oe 128 170 199 
iSeularieles 132 180 188 
ease aes 63 136 150 156 
3 ie hea adic 81 130 138 144 
acon lovbreveva 51 142 160 176 
meena eye 45> 158 204 250 
agdaiedieets 36 161 180 185 
eer ee 33 139 152 157 
jfile fan.ehs-ces 47 149 176 195 
sige ais eva 43 125 126 136 
esas as 40 159 181 194 
ayaladdapeeaces 23 139 161 169 
sigiabeseieleeys 54 129 145 165 
ai sipienevare loi 81> 165 183 199 


Source: Indices of industrial production from 
table 34. Indices of volume of trade are based 
on the following sources: Reports on fulfilment 
of plans; United Nations, Economic Survey of 
Europe in 1955; Czechoslovak Economic Bulletin, 
No. 3806, 1956; Statistische Praxis, July 1952 and 
October 1955; Probleme Economice, No. 4, 1953 
(Bucharest) ; Scinteia, 23 August 1955 and 10 


While the volume of foreign trade in relation to 
output has increased in several countries, it has re- 
mained very low for the area as a whole, representing 
only a very small percentage of total output.** 


REORIENTATION OF TRADE 


As noted previously, the most significant feature 
in the foreign trade of the centrally planned economies 
has been the radical reorientation in its direction. The 
increase in volume during the decade was associated 
with a sharp rise in trade within the area and a drastic 
decline in trade with the rest of the world. 


81 Lack of data on national income in current prices makes 
it difficult to estimate the ratio of foreign trade to national 
income, but the following very rough estimates indicate that 
this ratio was small for the Soviet Union. In 1954 total fixed 
investment in the Soviet Union was equal to about 174 billion 
roubles. According to official statements, “accumulation”, which 
includes building up: of stocks and part of military expendi- 
ture in addition to investment in fixed capital, represented about 
25 per cent of national income. Thus even if accumulation 
were no greater than investment, national income in 1954 
would amount to 696 billion roubles. Since the value of total 
trade (exports plus imports) was in 1954 about 25 billion 
roubles, its ratio to national income must have been less than 


February 1956; Trybuna Ludu, 20 April 1954; 
Vneshnyaya Torgovlya, No. 3, 1953; Kommunist, 
No. 5, 1953 and No. 15, 1955; Pravda, 15 August 
1955; Kdézgazdasdgi Szemle, No. 6, 1955 
(Budapest). 


21951 = 100. 
b 1948. 


Before the war the trade of eastern European 
countries with each other amounted to less than 15 per 
cent of their total trade. The chief trading partners 
of the group were Germany and Austria, which in 
1938 accounted for 38 per cent of exports and 34 per 
cent of imports of eastern Europe. Next in importance 
were the United Kingdom and the United States, with 
8 and 5 per cent of total trade, respectively. The 
Soviet Union accounted for less than one per cent of 
the total turnover of the other eastern European 
countries in 1938.3? This pattern of trade was radically 
altered during the post-war decade; by 1954 only 


3.6 per cent. Similar rough estimates would yield for Poland 
about 5 per cent and for eastern Germany about 11 per cent, 
which is an exceptionally high ratio for countries of this 
group. However, prices in foreign trade are not directly related 
to domestic prices and, as the differences may be significant, 
the actual ratios may differ from these estimates. 

32 Excluding eastern Germany. There was no significant trade 
among the Soviet Union, Albania, Bulgaria and Romania in 
1938. The Soviet share of Czechoslovakia’s trade was about 
2 per cent, of Poland’s trade, 1 per cent and of China’s total 
trade (excluding that of Manchuria), 0.3 per cent (League 
of Nations, International Trade Statistics, 1938 (Geneva, 
1939) ). 
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Table 52. Geographic Distribution of Total Trade, by Country 
(Percentage of total trade) 
Destination or source 
1937 1948 951 1954 
Country Other Other Other 

Centrally Rest centrally Rest centrally Rest centrally Rest 

planned of planned of planned of planned of 

economies world USSR economies world USSR economies world USSR economies world 
Bulgaria .......... 12 88 56 27 17 58 34 8 — 87— 13 
China, mainland.... ... wo — 2>— 98> 46 15 39 — 80— 20 
Czechoslovakia ..... Il 89 16 15 69 28 32 40 36 39 25 
Germany, eastern .. ...° — 7 — 25 46 302 24 44 314 25 
Hungary .......... 13 87 17 17 66 29 38 33 30 36 34 
Poland ............ 7 93 23 17 60 25 33 42 38 32 30 
Romania .......... 18 82 34 36 30 51 28 21 — 2— 28 
USSRos sc -eckcacie'’s 4° 96 67 33 80s 208 79h 21 


Source: For years preceding 1954, data are those reproduced 
in United Nations, World Economic Report, 1951-52 (sales 
number: 1953.11.C.2); Vneshnyaya Torgovlya, No. 11, 1953; 
Zahranicni Obchod, No. 5, 1954; and Planovoe Khozyaistvo, 
No. 1, 1954. For 1954: Voprosy Ekonomiki, Nos. 5, 7, 10, 19553 
Wirtschafts, Wissenschaft, No. 4, 1955 (Berlin); Statistische 
Praxis, October 1955; Hungarian Review, No. 7, 1955; Czecho- 
slovak Economic Bulletin, January 1956; and Vneshnyaya 
Torgovlya, No. 11, 1954. 


The percentage shares of trade shown above were presum- 
ably derived from trade data in current prices. Little is known 
about price differentials in the trade between different coun- 
tries although, according to some official statements, prices in 
trade among centrally planned economies are approximations 
of the prices prevailing in world trade. The data in the table 
should therefore be considered as approximate estimates, in- 
dicating only the direction of changes and their order of 
magnitude. 


25 to 30 per cent of trade of most eastern European 
countries was with the rest of the world (see table 52). 
More than 60 per cent of their trade with the rest 
of the world was made up of their trade with western 
Europe, including Finland. 


During the same period, the Soviet Union emerged 
as the largest single partner of the other countries 
of the group, its share ranging from 30 per cent of 
total trade for Hungary to more than 50 per cent 
for Albania, Bulgaria, Romania and mainland China. 


In the immediate post-war years the major economic 
obstacle to resumption of east-west trade was the 
scarcity of commodities which previously had repre- 
sented the major part of this trade. The western 
requirements for foodstuffs and raw materials could 
not be satisfied by eastern Europe because of its low 
level of agricultural output and the decline in the 
share of marketable surpluses of food resulting from 
its post-war agrarian reforms. Some eastern European 
countries which before the war were important food 
exporters were compelled by poor harvests to import 
large quantities of food from the Soviet Union, Canada 
and the United States, in addition to non-commercial 
imports, mainly obtained through the United Nations 
Relief and Rehabilitation Administration. Exportable 
surpluses of raw materials were limited, both by low 


b Computed from Direction of International Trade, joint pub- 
lication of the Statistical Office of the United Nations, the 
International Monetary Fund, and the International Bank for 
Reconstruction and Development, vol. III, No. 4. 


e¢ The trade of eastern Germany with countries of this area 
in 1936 was estimated as equal to 17 per cent of its foreign 
trade exclusive of its trade with western Germany. 


4 Wirtschafts ‘Wissenschaft, No. 4, 1955, reported a higher 
value than that given in Statistische Praxis, October 1955. 


© Covering trade of the Soviet Union (1937 area) with main- 
land China, Czechoslovakia, Hungary, Poland and Romania. 


£1949, 
§ 1952. 


hVneshnyaya Torgovlya, No. 10, 1955, and Pravda, 15 
August 1955. 


output and by growing requirements for reconstruction 
and industrialization. At the same time, import re- 
quirements of the centrally planned economies could 
not be met easily by the western countries which before 
the war were their main suppliers of manufactured 
goods and capital equipment, because of war devasta- 
tion and shortages prevailing during the immediate 
post-war period in western Europe. Even in cases 
where such goods were available, the exporting coun- 
tries were not willing to export them to eastern Europe 
except in return for essential food and raw materials 
or against payments in gold or hard currency. 


The difficulties hampering expansion of foreign trade 
were not eliminated during the subsequent years 
despite the recovery of production in both eastern and 
western countries. Rapid industrialization in the 
centrally planned economies substantially reduced 
the proportion of their output of raw materials and 
fuel available for export to the west, and the slow 
recovery of agriculture, together with the rising 
domestic demand for food, continued to keep down 
exports of foodstuffs. On the other hand, limitations 
imposed upon exports of equipment and strategic 
materials by the west, from 1949 onwards, made it 
difficult for the centrally planned economies to obtain 
from outside of their area their most essential imports. 
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Simultaneous with these developments in trade with 
the rest of the world was a rapid expansion of trade 
within the group of centrally planned economies, and 
especially trade between the Soviet Union and the 
remaining countries of the group, as already noted. 
This expansion, in face of the decline in trade with 
the rest of the world, cannot be attributed to purely 
economic reasons. While the advantages derived from 
long-term agreements based on advance planning of 
deliveries and purchases played a significant part in 
these developments, an even more important factor 
was the political affmity of the eastern European 
countries and their tendency to treat the area as a unit 
and to increase the strength of the group as a whole. 

The nationalization of industry and the govern- 
ment monopoly of foreign trade in each country 
enabled governments to direct the flow of goods to 
other countries of the group, irrespective of the short- 
term advantages which any single country might 
derive from expanding its exports to the west. The 
predominant part in these developments was played 
by the Soviet Union; the magnitude and diversity of 
its production enabled it to supply other countries 
of the group with goods which, for economic or 
political reasons, were difficult to obtain elsewhere. 
It supplied them with most of their raw material 
requirements and with significant quantities of capital 
equipment in return for finished goods from the 
more industrialized countries and semi-manufactures 
and raw materials from the less industrialized countries. 
The development of this trade was facilitated by 
credits from the Soviet Union to several countries. In 
the case of former enemy countries, reparations and the 
existence of mixed corporations and the resulting 
necessity to adjust production to the requirements of 
the Soviet Union were an important factor in the 
reorientation of their trade. By 1948, exports of the 
centrally planned economies of eastern Europe to the 
Soviet Union were already ten times as high, and their 
imports twenty-five times as high, as their very low 
1938 volume.** 

Yugoslavia’s post-war trade initially followed the 
general pattern of trade of the other eastern European 
countries in its sharp reorientation from traditional 
western European markets; in 1948, over 50 per cent 
of it was directed towards the other centrally planned 
economies of eastern Europe. However, political events 
at the end of 1948 resulted in a virtually complete 
severance of commercial trade relations between Yugo- 
slavia and other planned economies. The resulting 
change in its direction of trade was not reflected in 
any decline in the aggregate volume of eastern 
European intra-regional trade because of a substantial 
increase in the trade of the other countries of the 
group, and further shifts from trade with the west to 
trade with the group, especially on the part of 
Czechoslovakia. 


33 United Nations, Economic Survey of Europe in 1948 (sales 
number : 1949,IL,E.1). 
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By 1950, the trade of mainland China began to 
play an important part in the total trade of the 
centrally planned economies. Following the establish- 
ment of the new regime and the conclusion of the 
Sino-Soviet Treaty of Friendship and Mutual Assist- 
ance, large-scale trade agreements were concluded 
between mainland China and the other countries of 
this group. On the other hand, its trade with the rest 
of the world declined substantially, a decline acceler- 
ated by the imposition of a trade embargo by western 
countries in 1952. The resulting curtailment of trade 
was most noticeable in western exports, which in 1953 
fell to less than half their 1948 value. By 1953 three- 
quarters of mainland China’s trade was conducted 
with the centrally planned economies, the Soviet Union 
accounting for 56 per cent of it; its share in the 
total trade of the Soviet Union rose to 18 per cent.** 


The reorientation of trade of the centrally planned 
economies towards trade within the group was not a 
uniform process throughout the decade. In fact, from 
1946 until 1948, owing largely to aid from the United 
Nations Relief and Rehabilitation Administration and 
to substantial foreign credits, the trade of the planned 
economies with the rest of the world was expanding 
and the share of east-west trade in their total trade 
remained higher than that of trade among the members 
of the group. During the same period the share of the 
Soviet Union in such trade, which was very high 
in 1945 and 1946, declined, while that of other 
countries of the group increased. 


The deterioration in the international situation and 
the resulting decline in east-west trade that began in 
1949 contributed to the sharp increase in the share 
of intra-trade in total trade of eastern Europe, and 
more specifically to the substantial rise in the Soviet 
Union’s share in it. The predominant position gained 
by this country in intra-trade between 1948 and 1951 
was maintained in the years following. From 1951 
onwards the distribution of trade of the centrally 
planned economies was characterized. by a high degree 
of stability. 


Trade within the group 


Though the rate of expansion of intra-group trade 
was far from uniform, it was very rapid for all pairs 
of trading countries (see table 53), and in each case 
the volume of trade in 1954 was considerably larger 
than before the war. The largest increases, over the 
period covered by the data, were achieved by countries 
which had not actively engaged in trade with the 
other countries of the group until late in the period. 
Thus the trade of eastern Germany with Bulgaria, 
Romania and mainland China, very limited before 
1950, expanded rapidly during the next four years. 


34 Vneshnyaya Torgovlya, No. 2, 1955; and Zahranicni 
Obchod, No. 5, 1954, 
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The fivefold increase in Sino-Soviet trade in four 
years is especially significant because it has made 
mainland China the largest single trading partner of the 
Soviet Union. Even sharper increases occurred in the 
trade of the two most industrialized countries of the 
group, Czechoslovakia and eastern Germany, which 
by 1954 had increased their trade with each other 
sevenfold, albeit from a very low level in 1948. While 


their trade with each other represented only a small 
proportion®® of their total trade even in 1954, it is 
significant nevertheless that the increase occurred in 
trade between two of the more industrialized countries 
of the group, especially in view of the limited interest 
shown until recently in international division of labour. 


85 Six per cent of eastern Germany’s total trade. 


Table 53. Indices of Foreign Trade* among the Centrally Planned Economies” 


Base Base 
Country year 1954 Country . year 1954 
Bulgaria: Hungary: 
China, mainland ....... 1952 200 China, mainland ....... 1950 120 
Czechoslovakia ........ 1948 210 Czechoslovakia ........ 1948, 310 
Germany, eastern ...... 1950 680¢ Germany, eastern ...... 1950 310¢ 
Romania ...........00. 1949 100 Poland ...........2005 1949 200 
USSR oy 4d ia ae 1949 200 USSR? escag sce etree 1946 1,400¢ 
China, mainland: 
f Poland:t 
Bulgaria ...........0.. 1952 200 . , 
Czechoslovakia ........ 1950 450 China, mainland ....... 1951 140 
Germany, eastern ...... 1950 3,0004 Czechoslovakia ........ 1948 180 
Hungary ..........005. 1949 200 
Hungary .........-.00- 1950 120 ; 
Romania ............5. 1949 140 
Poland .......0ccecees 1951 140 
Romania .......00..00. 1952 570 USSR... esse cence eee 1947 420 
USSR: es Setedeotess eadisiere 1950 500 : 
i Romania: 

Grcchaslouand: Bulgaria 1949 200 
Bulgaria .. 1... +-s0+0s 1948 210 China, mainland ....... 1952 «570 
China, mainland ....... 1950 450 Czechoslovakia ........ 1948 100 
Germany, eastern ...... 1948 iS Germany, eastern ...... 1950 840° 
Hyaees beeeees teeeeee arts ip Poland ....cseseseeees 1949 140 

MO eicvclatared bases 
Romania ...........005 1948 100 USS erent emowien, Lot ue 
USSR: sheccd ated cence 1948 290 USSR: 

Germany, eastern: Bulgaria .............. 1949 200 
Bulgaria ...........4.. 1950 680° China, mainland ....... 1950 500 
China, mainland ....... 1950 3,0004 Czechoslovakia ........ 1948 291 
Czechoslovakia ........ 1948 700 Germany, eastern ...... 1950 34] 
Hungary ...........05. 1950 310° Hungary ......eeeeeees 1946 1,400° 
Romania .............. 1950 840¢ Poland .........e eens 1947 420 
USSR .tdistrhied ctedkias 1950 340 Romania ..........000. 1947 700 


Source: For a Lasting Peace, for a People’s 
Democracy, 25 June 1954; Vneshnyaya Torgovlya, 
No. 10, 1954, and Nos. 2, 7, 9, 11, 1955; Czecho- 
slovak Economic Bulletin, No. 303, 1955, and No. 
304, 1956; Der Aussenhandel, No. 20, 1955 (Ber- 
lin) ; Die 'Wirtschaft, No. 36, 1954; Szabad Nep, 
14 January 1955; Polish Facts and Figures, 16 
July 1955 (London); Chamber of Commerce of 
the Romanian People’s Republic, Information 
Bulletin (Bucharest). 

aImports plus exports. 

bNo precise information is available on the 
methods used to compute these indices. In some 
cases, it was stated that the indices refer to 
changes in volume, in others, to changes in vol- 
ume “in constant prices”, and, in a few cases, 


During the period of reconstruction little attention 
was devoted to international specialization. Indeed, the 
main preoccupation in each country was to restore its 
industries from their devastated condition and to bring 
into use all existing capacity. The urgency of this 


merely changes in trade. Despite this, it is as- 
sumed that the indices reflect the changes in 
volume of trade. Only the index of trade between 
mainland China and Czechoslovakia is derived 
from data on changes in current values. All figures 
are rounded, 

¢ Planned. 

41953; in 1950 the level of trade was very low. 

£1953. 

£The index of volume of trade based on 1937 
== 100 was, in 1954: with Bulgaria, 300; with 
Czechoslovakia, 500; with Romania, 400. The vol- 
ume of trade with eastern Germany in 1954/55 
was more than double Polish trade with all of 
Germany in 1937. 


task left little room for preoccupation with inter- 
national division of labour and the advantages of the 
co-ordination of economic development among coun- 
tries of this group. Moreover, already at this stage, 
each country had embarked upon a policy of industrial 
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expansion involving a tendency to develop all branches 
of industry, especially of heavy industry, as if “each 
had to build socialism in isolation”.®* The effect of this 
policy on foreign trade was reflected in the great 
similarity of import requirements of most countries. 
In the main, this tendency towards self-sufficiency con- 
tinued. until 1953, although certain important changes 
in attitude had begun to emerge at the inception of 
the long-term plans of economic development. In 1949 
the Council of Mutual Economic Assistance of the 
centrally planned economies had been created to 
promote the exchange of economic experience, tech- 
nical assistance and “mutual aid in providing raw 
materials, foodstuffs, machinery and equipment’’.®7 


Various steps taken subsequently by the eastern 
European governments, presumably under the aegis 
of the Council of Mutual Economic Assistance, in 
order to foster economic co-operation and expansion 
of foreign trade, included the adoption of certain 
standard specifications for some products, the intro- 
duction of a single system of through rates for rail 
carriages in eastern Europe, and joint development 
of certain resources. Some beginnings of specialization, 
limited to certain types of engineering equipment, 
were made in mid-1950 in connexion with the upward 
revision of plans in several countries, at the time of 
rising international tensions and of declining east-west 
trade.*® 


The tendency towards specialization and expansion 
of foreign trade was considerably strengthened in 
1953 in connexion with the reappraisal of policies. 
Indeed, one of the most important aspects of the new 
policy adopted by the centrally planned economies 
was a significant change in attitude towards inter- 
national division of labour and foreign trade within 
the group. The broadening of trade relations, closely 
associated with integration of the long-term plans 
of all the countries, was conceived as a means of 
raising the productivity of the area as a whole. To 
this effect, specialization, until now mostly related 
to specific products within a particular industry, 


86'V. Kaigl, Director of the Institute of Economics, Czecho- 
slovak Academy of Science, in “Development of Economic 
Ties between Countries of the Socialist Camp”, Voprosy 
Ekonomiki, No. 7, 1955, page 85. 


37 Mejdunarodnaya Zizn, No. 1, 1955 (Moscow). 


88 In agreement with other countries of the group, Hungary 
enlarged its productive capacity for certain types of electrical 
equipment and barges; Poland, its capacity for building rail- 
road cars and manufacturing mining equipment; eastern Ger- 
many, heavy electrical, mining and foundry equipment; Czecho- 
slovakia, machine tools. Later, agreements were concluded 
between the larger steel producers providing for specialization 
in output of specific rolled steel shapes and for their exchange. 
Similar forms of specialization involving different types of 
products within the same industry were arranged for the pro- 
duction of tractors and ball-bearings. Poland and Romania 
agreed on specialization in particular types of ball bearings, 
and in production of tractors, Poland undertaking to produce 
medium-powered ones.and Romania heavy-duty types. 
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was to be extended and applied to the economy as a 
whole.*® It has been stressed in several recent official 
statements that each country need, not continue to 
develop all branches of industry but should concentrate 
upon the expansion of those sectors of the economy 
for which it is best suited and should acquire through 
foreign trade those goods which can be produced at 
less expense in other countries of the group.*° One 
aspect of the increased emphasis on international 
specialization was the desire to realize, especially in 
smaller countries, with limited domestic markets, 
economies of large-scale production through a tran- 
sition to assembly-line and mass-production methods 
for an increasing variety of goods. 


Long-term credits from the Soviet Union have 
played an important part in the development of the 
post-war trade of several countries, both in enabling 
them to buy equipment, raw materials and foodstuffs 
from the Soviet Union itself, and, in some cases, in 
providing them with gold or foreign currency required 
to finance trade with the rest of the world. 


Lack of data as to the total value of credits made 
available by the Union of Soviet Socialist Republics 
during the post-war decade makes it impossible to 
assess the scale of such credits or their importance in 
relation to trade among the centrally planned econo- 
mies. For countries for which data are available, the 
value of credits granted between 1947 and 1954 
amounted to about 5.9 billion roubles.*t According 
to a recent statement, however, long-term credits made 
available by the Soviet Union to other countries of 
the group now total 21 billion roubles, which ‘pre- 
sumably includes the sum allocated to mainland China 
during its current five-year plan, 5.6 billion roubles.*? 


39 Bilateral commissions for economic co-operation in light 
industry were formed between all countries of the group. 
According to the Czechoslovak Economic Bulletin, No. 296, 
1955, the Czechoslovak-eastern German commission at its 1955 
session discussed, among other things, the co-ordination of pro- 
duction. Some degree of specialization in light industries can 
be detected in the qualitative data in the more recent trade 
agreements of Czechoslovakia, Hungary and eastern Germany. 


40 This was reasserted by N. Khrushchev (Pravda, 15 Febru- 
ary 1956); see footnote 5. 


41 Poland in 1947 received a gold loan of $27.8 million from 
the Soviet Union, followed in 1948 and 1950 by credits totalling 
$550 million for purchase of Soviet equipment. Out of the 
total credits of 485 million roubles made available to eastern 
Germany by the Soviet Union in 1953, 135 million were in 
free currency. Mainland China obtained two long-term low- 
interest loans ($300 million in 1950, and 520 million roubles 
in 1954). Northern Korea and northern Viet-Nam were offered 
grants by the Soviet Union of one billion and 400 million 
roubles, respectively, for the purchase of goods from the cen- 
trally planned economies. Reconstruction grants-in-aid were also 
made to northern Korea and northern Viet-Nam by other 
countries of the group in cash as well as in kind. The sum 
of 5.9 billion roubles was obtained by converting dollar credits 
into roubles at the present exchange rate of 4 roubles to the 
dollar, which went into effect in March 1950. 


42 Pravda, 15 February 1956. According to the official rate 
of exchange this would amount to $5.25 billion and $1.4 
billion, respectively. 
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It is not clear, however, to what extent loans already 
disbursed are included in this total. 


Trade with rest of world 


In contrast to the continuous expansion of trade 
within the group of centrally planned economies, trade 
with the rest of the world during the post-war decade 
registered a sharp decline, subject, however, to some 
fluctuation (see table 54). Following a significant 


expansion from the post-war low level in 1946, trade 
with the rest of the world after 1948 entered a period 
of contraction which lasted until 1953. This was 
followed in 1954 and 1955 by a substantial recovery, 
which none the less failed to restore its volume to 
the 1948 level. 


At its highest point, in 1948, total trade turnover 
between the centrally planned economies and the rest 
of the world amounted to about $3.8 billion compared 


Table 54. Trade of Centrally Planned Economies with Rest of World 


(Current values in millions of dollars, f.0.b.) 


Other eastern 


USSR European countries® Mainland China Total 
Reporting area a tae aa eae aaa 
and year Exports Imports Exports Imports Exports Imports Exports Imports Ssh 

Canada and United States: : 

OBB oie bse Masi ee eae rsre auete wate ere ce 6 58 18.4 75.0 45.4 65.5 27.5 87.5 91.3 178.0 269.3 

LOADS sn dasave silage esecg iw Has ane Saale’ 86.6 28.1 31.2 112.2 125.3 307.9 243.1 448.2 691.3 

1954 Lids eee eeive Roce a Bae Oe wea tobease 12.5 5.2 33.6 6.8 1.9 0.1 48.0 12.1 60.1 
Latin America® 

VO3BB? icecin acace leetears sow ier we eentenelace —- 1d 20.0 23.3 0.2 1.6 20.2 26.0 46.2 

1949S: oi cees trices 882 SRG eee 0.1 12.2 36.5 73.1 0.4 5.2 37.0 90.5 127.5 

M954 cod sine eine ieee eae weeesieealee 25.3 74.5 59.5 77.6 2.4 3.6 87.2 155.7 242.9 
Middle East :° 

1938 35 ce Setna lista tse tecs ie ea cerecwtaes 13.2 14.8 25.4 15.5 1.0 1.2 39.6 31.5 71.1 

T94G asd icieie ce baie irda eee aaa eo 42.8 52.1 29.0 26.1 6.6 0.6 78.4 78.8 157.2 

NODA Sc ccbalb welded @ uate Were einaecaree 20.0 27.4 48.3, 43.5 12.1 11.8 80.4 82.7 163.1 
Western Europe:4 

TOSS. bss souied sien sebie bieale bv aae ncaneehee we 160.2 170.0 6285 525.4 44.8 87.3 833.5 782.7 1,616.2 

QA Gre aire eg htinelis Bale idee a a NR: Me 219.0 121.0 621.0 494.2 60.1 80.5 900.1 695.7 1,595.8 

LOS yas PBiavatiasates Sa Wh acetate at npahaeancaseenea 333.1 2574 461.9 543.1 88.6 82.8 883.6 883.3 1,766.9 
Finland :° 

LOB BS spies cashed oMaeae etacereio Grey stouinenre oh 2.0 0.9 11.4 3.5 0.1 0.5 13.5 4.9 18.4 

LOEB: os ieoin Daan tie igace 40a eRe Re werore: as 46.1 145.6 37.0 11.5 0.2 Ll 83.3 158.2 241.5 

ODA) eevee lied Nevins eid Sere Byarsioreeee ee a.e cle 79.6 146.6 88.9 37.0 2.5 6.6 171.0 190.2 361.2 
Asia and the Far East :* 

OBB sea a etkkd Gel astnane a hue a WR ee etree 1.8 47 18.0 14.0 258.88 422.5 278.6 441.2 719.8 

1948 35s ga eieipsd aie eo dite teeees 14.2 89.3 18.6 33.6 235.5 157.3 268.3 280.2 548.5 

VOD Se cesar eresktls sce tye ctacsie Sootatecal teedecete 5.0 9.3 28.4 32.4 217.2 173.9 250.6 215.6 466.2 
Other areas :» 

LOBOS vs ene Sus sews Wad Wedd. oe Wane areca’. cin 43.3 8.8 83.4 33.0 24,2 3.1 150.9 44.9 195.8 

1948 its cane Mei haa edna et ee 33.3 63.9 117.4 1180 1244 10.1 275.1 192.0 467.1 

TOD 4 ice Sse ahs Sues Wiehe pale are. ase bea 3.7 63.0 22.8 34.8 17.7 3.2 44,2 101.0 145.2 


Total, world trade with centrally 
planned economies: 


N98 B. eiitiwpisieeganies tuba aes 238.9 = 275.3 
TOAG: sistenins inate ie eases gare 442.1 512.2 
DOD Siy.sia asd vinle tie Minvecnreerd- save wiche 479.2 583.4 


Source: United Nations, Monthly Bulletin of Statistics, 
August 1955, special table A, and Direction of International 
Trade, vol. VI, No. 10; adjusted for Japan’s trade with China 
in 1938. The figures reproduced in this table are those reported 
by the trading partners of mainland China and eastern Europe, 
and give only an approximate indication of the magnitude and 
direction of trade of these countries. 

2 Albania, Bulgaria, Czechoslovakia, Hungary, Poland, Ro- 
mania and, since 1948, eastern Germany. 

b Dollar and non-dollar areas. 

¢ Non-sterling areas and Aden, Bahrein, Iraq, Jordan, Kuwait, 
Libya and Qatar. 


832.1 680.2 356.6 553.7 1,427.6 1,509.2 2,936.8 
890.7 868.7 552.5 562.7 1,885.3 1,943.6 3,828.9 
743.4 775.2 3424 282.0 1,565.0 1,640.6 3,205.6 


4 Continental western Europe, Iceland, Ireland and United 
Kingdom; including all of Germany in 1938, western Germany 
in 1948 and 1954. 


e Finland’s imports c.if., reduced to f.o.b. values. 
f Excluding imports from eastern Germany for 1948. 


€ Adjusted to include Manchuria and Kwantung in total 
Chinese trade with Japan. 


h Australia, New Zealand, Nyasaland, Rhodesia, Spain, Union 
of South Africa, Yugoslavia and oversea territories of continen- 
tal European countries; residual figures from world trade totals. 
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with $2.9 billion in 1938; after allowing for the in- 
crease in world prices, the post-war peak volume 


represented less than half of its pre-war level. From 
1948 until 1953, the volume of trade declined further. 


It was not until the third quarter of 1953 that a 
substantial recovery occurred, mainly under the impact 
of rising imports of the Soviet Union. The trade of 
other centrally planned economies did not show any 
increase until the early part of 1954, and for the year 
as a whole was still probably more than 10 per cent 
below its post-war peak in 1948. The rise in trade 
from 1953 to 1954 was achieved during a period 
of lessening international tensions and of some re- 
laxation in trade restrictions; to a large extent it 
also reflected recent efforts of the centrally planned 
economies to improve their supplies of food and 
raw materials and to enlarge their commercial con- 
tacts with the rest of the world. This was achieved 
in 1954 chiefly by an expansion of imports into these 
countries from the rest of the world.* 


During the post-war decade western Europe has 
been the major trading area in the commerce of the 
centrally planned economies of Europe with the rest 
of the world.4* A peak in European east-west trade 
had been reached in 1949, when, as may be seen 
below, eastern Europe’s exports to western Europe 
attained 36 per cent and their imports 50 per cent 
of their pre-war volume (1950 = 100).* 


1938 1949 1951 19521953 1954 
Exports... 305 111 89 85 87 106 
Imports... 205 103 98 91 105 126 


Source: United Nations, Economic Bulletin for Europe, vol. 
7, No. 2, 1955. 


East-west European trade declined substantially 
during the following years, reaching its lowest point 
in 1952, when exports fell to 28 per cent and. imports 
to 44 per cent of pre-war levels. This decline was 
strongly influenced by a decrease in imports of 
machinery from western Europe, mainly because of 
licensing restrictions and by a decline in exports of 
coal, iron and steel products and textiles from eastern 
Europe. The decline of trade in strategic materials 
and mianufactures in both directions could not be 
compensated for by a rise in trade in consumer goods, 
both because the centrally planned economies lacked 


48 Soviet purchases were partly financed by the sale of 21 
million ounces of silver and unspecified amounts of other 
precious metals on the London market in 1953 and 1954, 
(Annual Bullion Review (London, 1954)). j 

44 The share of western Europe in their trade with the rest 
of the world rose from 42 per cent in 1948 to 56 per cent 
in 1954, mainly because of a decline in the share of North 
America. The trade of mainland China during this period was 
chiefly concentrated on Hong Kong and other areas of the 
Far East. 

45 For pre-war the data refer to the trade of western Europe, 
including the whole of Germany; for post-war they exclude 
the trade between eastern and western Germany and repara- 
tions deliveries of Finland to the Soviet Union. 


additional exportable grain surpluses and because their 
import demand was at this time concentrated on 
producer goods. 


The increase in imports of the centrally planned 
economies from western Europe in 1953 and 1954 
raised their import volume 20 per cent above the 
earlier post-war peak of 1949. Exports increased 
much less, however, and in 1954 were still about 
A per cent below 1949. The iotal volume of trade in 
1954 was 8 per cent above 1949 but still represented 
not more than about 45 per cent of the pre-war level. 


The trade balance in east-west European commerce 
was subject to extensive fluctuations during the post- 
war decade. During the immediate post-war years im- 
ports of the centrally planned economies exceeded 
their exports; however, the subsequent increase in 
deliveries to the west of industrial raw materials and 
of agricultural commodities led to the reappearance 
of an export surplus, which had been a permanent 
feature of this trade before the war. This surplus, 
mainly accruing in the form of sterling, was used 
to finance the net imports of eastern Europe in its 
trade with the oversea sterling area.** 


While the contraction of trade with western Europe 
up to 1952 was followed by a recovery in 1953 and 
1954, trade with North America continued to fall in 
1953 to a mere 10 per cent of its value in 1948, and 
it remained at this level through 1954. Exports to 
North America declined less than imports after 1948, 
and the traditional import surplus, which existed both 
before and immediately after the war, was thus trans- 
formed into a net export balance. Trade with Asia 
and the Far East, which in 1948 was substantially 
below the pre-war level, declined by some 14 per cent 
from 1948 to 1953, much less than the drop in trade 
with the industrial countries of western Europe and 
North America. Trade with the Middle East was even 
less influenced by the general contraction. 


The largest fluctuations occurred in trade with 
Latin America, which declined by about 30 per cent 
from 1948 to 1953 but more than doubled in 1954. 
This steep expansion in 1954 was mainly due to a 
considerable increase in Soviet imports during that 
year. 


The recent tendency towards expansion of trade 
with primary producing countries, discussed in chapter 
6, was not yet reflected in any significant shifts in the 
geographical distribution of trade in 1954, Although 
trade with these countries increased more than that 
with western Europe, Finland and North America, 
this was mainly due to the sharp increases in trade 


48 The net import balance on trade with the oversea coun- 
tries reached a peak in 1951, when it exceeded $100 million. 
Thereafter it was gradually reduced by the rise in exports 
from the centrally planned economies to those countries which 
provided them with primary commodities. 
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with Latin America. Trade with the Middle East rose 
much less, and increases in the trade with Asia and 
the Far East were insignificant in 1954. 


CHANGES IN COMMODITY COMPOSITION 


The most striking post-war development in the com- 
modity pattern of trade of the centrally planned 
economies has been the increase in importance of 
machinery and equipment.*’ In all of the countries 
for which data are available, the share of such goods 
in total imports increased substantially, the increases 
being especially large in the less industrialized coun- 
tries. In Poland, Romania, Bulgaria and mainland 
China, machinery and equipment comprised more than 
40 per cent of all imports in 1953/54, and even in the 
Soviet Union the share increased from 11 per cent 
before the war to about 30 per cent in 1953. The 
only countries for which this shift was not very sig- 
nificant were Czechoslovakia and eastern Germany 
where production of machinery and equipment in rela- 
tion to total output had been relatively high before 
the war (see table 55). 


In several countries the rise in the relative share of 
machinery and equipment in exports was even more 
pronounced than in imports; in Czechoslovakia the 
share in exports rose from 6 per cent before the 
war to over 50 per cent in 1953/54, in Poland from 
one per cent to 12 per cent and in Hungary from 9 to 
40 per cent. Although data are not available for 
the other countries, it seems certain on the basis of 
qualitative information that the share of machinery 
and equipment in exports increased for them as well. 
Indeed, one of the features of post-war trade of the 
centrally planned economies has been the increase 
in exports of machinery and equipment by countries 
which before the war had not exported capital goods. 


In contrast to the rising share of capital goods, 
exports of foodstuffs fell in most of the countries as 
compared with the pre-war period, not only as a share 
of total exports but also in absolute amount. Although 
the decline in exports of food during most of the 
post-war decade was due chiefly to the slow recovery 
of agriculture, aggravated by repeated crop failures 
owing to poor weather, it was also influenced by an 
increase in consumption in relation to domestic pro- 
duction associated with agrarian reforms, elimination 
of unemployment and the rise in national income. 
These factors were especially important in such tra- 
ditionally food exporting countries as Hungary and 


Poland. 


The increase in raw material and fuel requirements 
for the industrialization programmes has led to a 
larger exchange of these commodities, both in trade 
among the centrally planned economies and in imports 


47 For a more detailed review of the commodity composition, 
see United Nations, Economic Survey of Europe in 1954. 


from the rest of the world. The rise in imports of 
these commodities from the rest of the world was 
especially significant for the more developed countries 
of the group such as eastern Germany, Czechoslovakia 
and Poland. 


The most drastic changes in commodity composition 
of trade have occurred in Hungary and Poland, which 
have sharply increased their exports of engineering 
products and have come to rely on imports of sub- 
stantial quantities of agricultural produce from abroad. 
Changes have been less significant in Bulgaria and 
Romania. The imports of mainland China, which began 
its industrialization at a later stage than the other 
countries, have also changed substantially during the 
past five years. Whereas over 50 per cent of its imports 
prior to 1950 were made up of consumer goods, in 
recent years the share has fallen to between 11 and 
15 per cent of the total while the share of raw materials 
and capital equipment has sharply increased. The 
share of machinery and equipment rose from about 
a quarter of total imports of manufactures before the 
war to more than 50 per cent in 1953/54. 


Trade within the group 


Changes in composition of trade of the centrally 
planned economies have been most significant in trade 
within the group. The pattern of this trade has been 
radically altered by contraction of certain traditional 
flows and rapid expansion of others and by establish- 
ment of new channels of trade in commodities which 
before the war had no share in it. By 1954 over one- 
third of total intra-trade was made up of machinery 
and equipment, whereas before the war such trade 
was negligible.** This change in composition is partly 
due to the inclusion in this group, after the war, of 
eastern Germany, which has become one of the largest 
suppliers of capital goods within the area.*® Other 
countries, such as Czechoslovakia, Hungary, Poland 
and the Soviet Union, however, have considerably 
increased their exports of machinery and equipment 
since the war.®® At the same time the Soviet Union 
has become the largest importer of capital goods, 
the next in importance being Poland, mainland China 
and Romania. 


Changes in the trade flows of industrial raw 
materials and fuels have been no less important. The 
most significant change in this respect was the 
emergence of the Soviet Union as the major supplier 


48 Kommunist, No. 15, 1954. 

49 Fifty per cent of eastern Germany’s exports of machinery 
and equipment went to the Soviet Union. 

50 The Soviet Union has been exporting complete industrial 
plants, coal-mining machinery, heavy construction equipment, 
agricultural machinery, vehicles and other engineering prod- 
ucts. Hungary exports, among other goods, sea and river craft, 
diesel locomotives, hoists and cranes; Poland, railway rolling- 
stock and mining equipment; Romania, oil drilling and proc- 
essing equipment. 
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Table 55. Commodity Composition of Foreign Trade, by Country 
(Percentage distribution) 


China Cxzecho- 
Bulgaria mainland® slovakia Eastern Hungary Poland Romania . USSR 
Category --eeo Germany 
1937 1952193781950 = 19371953 1954 1937 1953 1937 1958 1937 1953 1937° 1953 
Imports: 
BO0d. Fock in ctasetedectee ae aeethas ate 2 2 12 3 13 29 41 6 whee ee 4... 10 
Raw materials and semi-finished goods.. 27 21 28s «660 57 39 57 sat 63 = 434 18... 45 
Manufactures ...............00 seen 71 8677 48 20 30... 20 37 aii 28 78 o.. 45... 
Machinery and equipment........... 31 40° ll s12t 9 10to13 4to5 8 18to21 14 40 23 43 to 49 11 28 to 30 
Exports: 
FOO d ceeds tind Ge sclsas oie gy ty acon Savi 49 AT Il 16 8 2 5725 82. 41... 26 
Raw materials and semi-finished goods... 47 48 | 57 56 20 17 130. 58. 58. 56 
Manufactures ....... 0... e cece eee eee 4 5 TA as 81 30... 10 = 204 1 18 18 or 
Machinery and equipment........... — SS 6 40 63t072 9 40 1 12 — 8tol3 — 7% 


Source: United Nations, Economic Survey of Europe in 1954; for mainland China: 
United Nations, Economic Bulletin for Asia and the Far East, vol. IV, No. 3, 1953. 

@ Exclusive of trade with Manchuria and with the Kwantung leased territory. 

b Indicated shares do not add to total because of unspecified items, which in 1937 
represented 12 per cent of imports and 32 per cent of exports; and in 1950, 17 and 27 
per cent, respectively. 

¢ Including Estonia, Latvia and Lithuania. 

41952. 


© 1953/54, as indicated in Vneshnyaya Torgoviya, No. 11, 1955. 

t According to People’s Daily (Peking), 12 May 1955, 51 per cent of Chinese imports 
from eastern Europe in 1953 consisted of machinery and equipment. In 1954, 97 per 
cent of imports from the Soviet Union and 93.5 per cent of imports from other eastern 
European countries were capital goods. China’s trade with these countries represented 
about 80 per cent of its total trade in 1954, 

& Minimum estimate based on statement by A. I. Mikoyan, in Pravda, 11 March 
1954, 
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of raw materials for heavy industry as well as for 
light industry, in trade within the group. Soviet 
exports of iron ore to other countries of the group, 
insignificant before the war, reached in 1951-1953 
about 3.1 million tons, on an average, in terms of iron 
content, accounting for about 80 per cent of all imports 
of the European centrally planned economies during 
this period. Similarly, the Soviet Union became the 
main source of supply of manganese and chrome ores, 
phosphate of lime, non-ferrous metals and, until 
recently, cotton. 


The steep increase in coal requirements led to a 
considerable extension of trade in coal. Polish coal 
exports to the other countries increased from a mere 
200,000 tons in 1935-1938 to 17.2 million tons annually 
in 1951-1953, more than half of it being shipped to 
the Soviet Union.*t Romanian exports of petroleum 
to the centrally planned economies rose from 600,000 
tons in 1935-1938 to 6 million tons in 1951-1953. 
Changes in the trade in foodstuffs during the post-war 
decade were less uniform than those which occurred 
in the flows of capital equipment, raw materials and 
fuels. Intra-trade in grain, which was very small 
before the war, expanded considerably during the 
post-war decade. Moreover certain countries which 
before the war were net exporters of grain, mostly 
to western Europe—such as Poland and Hungary— 
have in recent years become importers of significant 
quantities of grain from the Soviet. Union.™ Soviet 
exports of grain to other centrally planned economies, 
negligible before the war, reached 2 to 3 million tons 
per year, the largest part of which went to eastern 
Germany and to Czechoslovakia.® 


No direct information is available on changes in 
the trade of manufactured consumer goods in relation 
to aggregate trade of the centrally planned economies 
with each other. However, the rise in the share of 
capital equipment to one-third of the total, as well as 
the considerable expansion in volume of trade in raw 
materials, fuels and grain, indicate that the share of 
manufactured consumer goods in intra-trade was 
substantially smaller during the post-war period than 
before the war. Nevertheless, the volume of trade in 
such goods as textiles, leather goods, glassware, 
porcelain and durable consumer goods was sub- 
stantially larger than before the war. 


51 Although the Soviet Union was a net importer of hard 
fuel, it provided other countries of the group with increasing 
quantities of coke. 

52 According to Vneshnava Torgovlya, Nos, 2 and 7, 1955, 
in 1954, 70 per cent of Polish imports of bread grains and 
94 per cent of Czechoslovakia’s imports of grain were provided 
by the Soviet Union. 

53 Hastern Germany before the war was a net exporter of 
grain to western Germany; after the war its imports from the 
Soviet Union ranged between one and 1.5 million tons per 
year. Czechoslovakia’s net imports of grain from other coun- 
tries of this group amounted to about 100,000 tons before the 
war; during the post-war decade it imported more than one 
million tons per year from the Soviet Union. 


Trade with rest of world 


The composition of the trade of the centrally 
planned economies with the rest of the world was 
affected by several forces, partly reinforcing, but partly 
conflicting with, one another. On the one hand, the 
shrinking volume of east-west trade led the eastern 
countries to concentrate their demand as much as 
possible on the most essential imports. On the other 
hand, the strategic limitations placed by western 
countries on exports to the centrally planned economies 
tended to fall most heavily on these same commodi- 
ties—capital goods and raw materials for such goods. 
The composition of imports was additionally affected 
by the pace of industrialization in the post-war decade; 


Table 56. Exports of Western Europe to 
Eastern Europe 


(Millions of current dollars, f.0.b.) 


Commodity 1952 1953 «1954 
Consumer goods ..............4. 128 192-382 
BOO voce cancion vaeacaneecns 71 131 220 
TOBACCO 2.3 o:s'ecdse.s%a oi ane Nelesersis dase 4 10 25 
Pextiles: ox. gece geese chy aca bhai os 31 28 47 
Paper si. 30's ietetasiste ek -sasce’e 13 18 36 
Raw materials for consumer goods 93 96 127 
Capital goods ..............000. 280 «261 261 
Raw materials for capital goods... 153 154 128 
All other commodities ........... 78 80) oI 


Source: United Nations Economic Commission for Europe, 
Economic Bulletin for Europe, vol. 7, No. 2, 1955. 


in the early post-war years the emphasis in demand 
was naturally on capital goods, but after mid-1953, 
when it became urgent to deal with critical shortages 
of food and raw materials, the emphasis in import 
demand shifted to these items. The influence of these 
factors was reflected in an increase in the relative 
share of machinery and transport equipment at the 
expense of other manufactures from 1938 to 1948, 
and a rise in the share of food at the expense of 
machinery and transport equipment from 1948 to 
1954, The composition of exports to eastern Europe 
by certain western European countries and the United 
States** is shown below (as percentages of total 
exports) .°5 


54For 1938 and 1948, exports of Belgium-Luxembourg, 
France, western Germany, Italy, Netherlands, Sweden, Switzer- 
land, United Kingdom and United States to eastern Europe, 
exclusive of Albania and eastern Germany. For 1954, western 
countries are exclusive of Switzerland, and eastern European 
countries include Albania and eastern Germany. 


55 The values for 1938 are in constant 1948 prices, for 1954 
in current prices. The values in constant 1948 prices were com- 
puted on the basis of weighted export unit value indices for 
each commodity group for each exporting country. Export 
unit value indices for total western trade on a 1953 base 
indicate that the change in dollar prices from 1948 to 1954 
was under 5 per cent. 
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1938 «1948-1954 
Food, beverages and tobacco......... 5 8 24 
Raw materials and fuels............ 16 17 184 
Machinery and transport equipment... 28 42 23 
Other manufactures ..............-- 51 33 35 


Source: United Nations, Economic Survey of Europe since 

the War (sales number: 1953.IL.E.4), table LV, appendix A; 
ms Commodity Trade Statistics, vol. VI, No. 4, summary 
Me inohiulive metal ores and scrap. 
Developments in recent years are illustrated in 
greater detail in table 56, which shows that, from 
1952 to 1954, imports of consumer goods, especially 
of food, and of raw materials for light industry in- 
creased substantially while those of capital goods and 
of raw materials for producer goods declined in 
absolute value. 


The composition of the exports of the centrally 
planned economies to the rest of the world changed 
less than that of imports. As before the war, the 
major part of exports was composed of raw materials 
and food. As shown in table 57, exports of timber, 
hard fuels and grain from eastern to western Europe 
declined substantially in 1954, compared with the 
pre-war period, while exports of petroleum increased 
by almost 70 per cent. 


During recent years, a new tendency has appeared 
in the exports of the centrally planned economies to 
the rest of the world. There has been an expansion in 
trade with the under-developed areas, involving an 
exchange of manufactures, particularly of machinery 
and equipment, in return for primary products. Trade 
agreements concluded with Afghanistan, Burma, India, 
Indonesia and Syria involve deliveries of complete 
industrial units by Czechoslovakia, eastern Germany, 
Poland and the Soviet Union. Trade with Latin 
America and the Middle East has also been developing 
along similar lines. Apart from more general policy 
considerations which may be involved, the expansion 
of this trade is based upon growing requirements for 
primary commodities and expanding output of capital 
goods in the centrally planned economies, as well 
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as upon the intensified demand of under-developed 
countries for capital goods and the weakness in world 
export markets for some of their primary commodities. 
Although such trade was rather limited before 1956, 
the new trend may have considerable significance 
for future developments in world trade. 


Table 57. Exports of Selected Commodities from 
Eastern Europe to Western Europe 


(Millions of indicated unit) 


Commodity, unit and origin Pre-war 1948/49 1954 
Timber* (cubic metres)’ ...... 11.0° 2.1 5.1 
Hard fuels’ (tons)® .......... 18.3¢ 14.4 11.0 

Czechoslovakia ............ 5.1 2.3 L1 

Germany, eastern .......... — 0.2 3.2 

Poland ........ccseceeeeee 13.2 11.8 5.7 

USSR: sessed wae va dinws a eetee 0.1 1.0 
Petroleum® (tons) ........... 1650 —— 3.1 

Romania ..........eeeeeeee —— — 1.6 

USSR: Sisiasdaw cera aeons —— 15 
Graini (tons) .........--- eee 3.93 2.0 13 

USSR: sedis orden Soh eusen 1.3 0.9 0.9 


Source: Statistical Office of the United Nations, Commodity 
Trade Statistics; United Nations Economic Commission for 
Europe, Quarterly Bulletin of Coal Statistics, vol. II, Nos. 3 
and 4, vol. III, No. 4 (Geneva) ; Food and Agriculture Organi- 
zation of the United Nations and Economic Commission for 
Europe, Timber Bulletin for Europe, vol. VI, No. 4 and 
Timber Statistics for Europe, vol. VU, No. 4 (Geneva) ; Food 
and Agriculture Organization of the United Nations, Com- 
modity Series, Grain, Bulletin No. 18, May 1950 (Rome) ; 
League of Nations, International Trade in Certain Raw 
Materials and Foodstuffs, 1937 and 1938. (Geneva). 

aIncluding exports to some Middle East countries, 

b Conversion factor for sawn softwood: one standard equals 
7.8 cubic metres in roundwood equivalent. 

©1937 exports from Baltic States and Czechoslovakia, Hun- 
gary, Poland, Romania and the Soviet Union. 

@Including trade within Germany in post-war years. 

e€ Coal, coke and brown coal added ton for ton. 

£1937 exports, excluding Germany and marginal exporters; 
exclusive of bunker fuels. 

& Including crude oil. 

h 1937 exports from Romania and Soviet Union only. 

i Wheat, rye, barley, maize, oats, including flour in grain 
equivalents; Czechoslovak and eastern German exports not 
included. 

i11934-1938 average annual exports, not adjusted for post- 
war territorial changes. 
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CURRENT ECONOMIC DEVELOPMENTS 


Chapter 4 


RECENT TRENDS IN INDUSTRIAL COUNTRIES 


The Current Economic Expansion 


Expansion was the keynote of economic change in 
1955 in the industrially developed private enterprise 
economies. In western Europe,.it represented a con- 
tinuation, for the third year, of a sharply rising trend 
in production. Industrial output reached a record 
high level and, despite the appearance of slackening 
in some countries towards the end of the year, the 
rate of expansion for western Europe as a whole was 
higher than in the two preceding years. In North 
America, following a recession during 1953/54, the 
recovery in industrial production in 1955 raised output 
beyond the peak post-war level attained during the 
first half of 1953. 


The present phase of economic growth in the in- 
dustrial countries is significantly different from that 
which followed the outbreak of hostilities in Korea. 
Price increases accompanying the expansion in western 
Europe in the past three years and in North America 
in 1955, were, on the whole, moderate and in any case 
much smaller than those typical of 1950/51. The 
most important difference between the two periods of 
expansion, however, was in the pattern of demand. 
In general, the dynamic factors during the period of 
Korean hostilities were an initial inventory boom with 
strong speculative elements, followed by a sharp rise 
in military expenditures. The present expansion, on 
the other hand, was stimulated and sustained by rising 
trends in fixed investment and in the consumption of 
durable goods. 


In western Europe, the current industrial upswing 
was preceded by a period of stagnation in production, 
reflecting the process of readjustment to the collapse 
of the Korean raw materials boom. By 1953, however, 
there were signs that the level of activity in some sectors 
of the western European economy was beginning to 
rise: But not until the revival of investment in housing 
did the recovery in over-all economic activity gather 
further momentum. In all countries, the revival was 
stimulated by government fiscal and credit policies. 


To a varying degree, changes in other demand factors 
provided additional stimuli to the recovery in over-all 
economic activity. It was the investment in housing, 
however, which: continued to dominate economic de- 
velopments in western Europe until the middle of 


125 


1954. Since then, the rises in consumer expenditure 
on durables and in industrial investment have replaced 
housing expenditure as the major expansionary factors, 
These changes marked a new stage in the present 
economic expansion of the industrially developed 
countries. 


The steady expansion in consumer expenditure was 
associated with a shift in the pattern of consumption 
in favour of durables. In western Europe this was the 
result of substantial increases in real income from 
1953 to 1955. Moreover, as defence expenditures tended 
to level off or decline after 1952, a reduction in the 
pressure on capacity in durable goods industries made 
it possible for governments to permit freer rein for 
consumer demand. Direct controls imposed on durable 
goods consumption during the period of Korean hos- 
tilities were removed, taxes were reduced and an ex- 
pansion in consumer credit was encouraged. As a result, 
there was a sharp rise in the purchase of household 
appliances and passenger cars. 


The sustained rise in durable goods consumption in 
1954 and 1955 was in turn a most important factor 
in stimulating an increase in industrial investment, 
which had tended to slow down during the temporary 
slack of 1952 and 1953. At the same time, reduced 
taxes on investment and the availability of cheap credit 
gave further impetus to recovery in this sector. As a 
result, industrial investment in western Europe rose 
substantially in 1954 and 1955 and replaced housing 
investment as the major element in total investment 
activity. Increased investment was concentrated in 
manufacturing, the largest part of the rise being ab- 
sorbed by the motor vehicle industry and other metal- 


“using sectors. 


In North America, 1955 was a year of marked 
recovery from the previous recession. Defence expendi- 
tures had declined much more sharply in North Amer- 
ica than in western Europe in 1954, and this gave 
rise to liquidation of inventories. Other elements of 
demand, however, were buoyant, partly as a result of 
a number of governmental measures, notably reduc- 
tion in taxes and liberalization of credit. The strength 
of final civilian demand rapidly brought inventory 
liquidation to an end and initiated a new upswing at 
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the end of 1954, in which the key elements were sharp 
advances in consumption of durable goods and in 
construction. 


The changes in the pattern of demand described 
above had important repercussions on the structure of 
production and trade. The one-sided character of the 
expansion was most clearly revealed in developments 
in western Europe, where the advance in business 
activity had been sustained over a longer period of 
time. Production increases were concentrated in the 
engineering industries, while in other sectors output 
rose much less rapidly or even tended io decline. 
Consumer durables, especially passenger cars, were the 
most prominent element in the engineering boom at 
first, but later, the increase in the output of invest- 
ment goods was equally rapid—partly in response to 
the upsurge in consumption of durables. Thus, while 
slackening demand gave rise to an under-utilization of 
capacity in industrial sectors, such as textiles, produc- 
tion in the engineering industries pushed rapidly 
towards the limits of capacity. 


The structure of foreign trade was also affected. 
During the course of the expansion, not only was an 
increasing proportion of the rise in trade centred in 
engineering goods and materials needed in the engi- 
neering industries, but there was also a shift in the 
origin of imports towards the industrial countries in a 
position. to supply these requirements. 


The focusing of demand on engineering products 
exerted growing pressure on industries in this sector. 
The position of individual countries in the expansion 
was to a large extent determined by the degree of 
strain which developed in the engineering industries. 
The United Kingdom and the Scandinavian countries 
entered the present period of economic expansion with 
a relatively small volume of unused capacity in the 
engineering industries and a low level of unemploy- 
ment. Pressures arising from the continued expansion 
in investment activity were most severe in these 
countries. The increased demand for labour in the engi- 
neering industries could be met only in part by trans- 
ferring manpower from other industries. Consequently, 
expansion of output became increasingly dependent 
upon a rise in productivity. Moreover, considerable 
pressure on costs and prices developed as a result of 
the shortage of labour, especially skilled labour. The 
supply of basic material, such as coal and steel, became 
progressively tighter, necessitating larger imports 
which, while easing domestic bottlenecks, resulted in 
a deterioration in the balance of payments. The situa- 
tion was aggravated by the strength of domestic de- 
mand for engineering products, which meant either 
that full advantage was not taken of currently favour- 
able conditions in export markets or that imports of 
these goods increased. Balance of payments difficulties 
became most serious in Denmark and the United 
Kingdom. 
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The situation in western Germany was much less 
strained than in the countries discussed thus far. Sub- 
stantial foreign exchange reserves acted as a buffer to 
balance of payments difficulties. More important, how- 
ever, were the continuing post-war growth in invest- 
ment which had enlarged the capacity of German engi- 
neering industries, and the larger reserves of unem- 
ployed labour at the beginning of the upswing. Even 
in western Germany, however, much of the unemploy- 
ment has now disappeared, and, with production ap- 
proaching capacity rates, order books and delivery 
periods have lengthened. 


The problem of the supply of basic materials to the 
engineering sectors of these countries in 1955 would 
have been much more serious but for large increases 
in exports of coal and steel from Belgium and France 
and of engineering products from these two countries 
and from Italy. Higher exports from these countries 
were made possible by substantial unutilized capacity 
in metal-producing and engineering industries at the 
beginning of the present upswing. This is reflected in 
the fact that large increases in output were achieved 
without a corresponding increase in employment. In- 
vestment in industrial capital rose in 1955, but in- 
vestment activity as a whole was still largely dominated 
by housing. Thus the advance in economic activity in 
Belgium, France and Italy did not result in economic 
strains as great as those experienced in north-west 
Europe, and was to a large extent dependent upon the 
impetus of increased exports. 


As the upswing gathered momentum, the majority 
of industrially developed countries—with the notable 
exceptions of Belgium, France and Italy—found it 
necessary to adopt measures to restrain domestic de- 
mand. In the United Kingdom and the Scandinavian 
countries, anti-inflationary measures were initiated in 
the second half of 1954 or the first half of 1955, while 
western Germany and the Netherlands followed suit 
later in 1955. In North America, the measures of 
restraint, begun in 1955, were milder than in western 
Europe. 


An outstanding feature of recent developments has 
been the prominence given in all countries to mone- 
tary policy. Bank or discount rates were increased, 
demonstrating a revived interest in conventional policy 
techniques. In the United States, for example, the Fed- 
eral Reserve discount rate was changed six times from 
the beginning of 1955 to April 1956. In many cases, 
bank or discount rate changes were supplemented by 
“exhortations” and informal agreements between cen- 
tral and commercial banks. The policies were intended 


to slow down the rapid growth in the volume of bank 


credit, which was being directed largely to investment. 
In addition, taxes were increased in a number of 
cases, and food and housing subsidies reduced. Efforts 
were made to curtail the consumption of durable goods 
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—directly, by restricting hire-purchase or by raising 
sales taxes or, indirectly, by reducing available domes- 
tic supplies through import limitations. As a result, 


Major Factors 


As in the previous year, all western European coun- 
tries shared in the increase in gross national product 
recorded in 1955, (table 58). In Belgium, France, Italy 
and the Netherlands, the rate of expansion ranged from 
3 to 7 per cent in 1955. The largest increase was 
recorded in western Germany where gross national 
product rose by 11 per cent. While in these five 
countries the rise in economic activity was accelerated 
in 1955, in other countries the advance in gross na- 
tional product was less than in 1954. In Norway, 
Sweden and the United Kingdom, the increases of 2 
to 3 per cent in 1955 were appreciably lower than the 
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there was a noticeable slackening in some countries in 
the rate of increase in both fixed investment and dur- 
able goods consumption in the course of 1955. 


the Expansion 


increases of 5 per cent recorded in all these countries 
in 1954. The rate of expansion in Denmark, already 
low in 1954, fell to less than one per cent in 1955. 


The expansive forces in 1955 continued to be 
centred in the area of private demand. Changes in 
current government expenditure were relatively small 
in virtually all countries. It is true that in western 
Germany and the Netherlands there was an increase in 
government expenditure in 1955 at a rate substantially 
larger than in 1954. In the other western European 
countries, however, governments attempted to restrain 


Table 58. Real Gross National Product and its Major Components, by Country 
(At 1954 prices; as percentages of total 1954 gross national product) 


Gross national _— Personal Government 
Country and year product consumption expenditure 

Belgium 

QDS sos :stiinee Gia idicialod secure 98.3 70.1 13.6 

DOGG e. Srace asic tina tern 6 9F5'e 0 6 ‘ 100.0 70.9 13.5 

1958 iis Sait creas Sates, das wie 103.5 wee 
Denmark 

1953 wiwodistun Ridaweselienes 97.8 60.8 13.7 

LOS Ae si aid anata eieietete sete s os 100.0 63.9 14.9 

1955. ia csccieitog, dee eeeoeas 100.5 62.6 15.2 
France: 

1988s c:s dieckciarase ners, 65 ocereee 95.2 65.9 16.3 

LOGE ss aca staiace: te Sloeie ureters 100.0 69.0 15.0 

1905 ii ee ee toi Botte erent ate 105.3 73.3 14.5 
Germany, western:° 

1953" ics Sia oacs. Shaw Sesie gee Boe 92.4 52.0 15.7 

UY ee ee eee ee eee 100.0 56.2 16.5 

DG ysis overs Seana e's greiniers ate 110.7 61.8 18.0 
Italy 34 

95S iceiie i iene sare cert ove shayele oc 95.2 68.1 11.0 

LOGS occ sacerere eis Pewee esate O 100.0 69.7 12.2 

MOSS, Ys cons 5515, tora Bie sePartoree 106.8 72.8 12.3 
Netherlands :* 

1953: csticurcd onde eked 94.9 56.8 15.9 

L9G i eidaucviee lew cciereereevecess 100.0 59.9 16.3 

1905S statis esate awa ee 105.7 63.6 17.2 
Norway ° 

1958 ie baa Va a ieeta ee sales 95.3 54.8 10.5 

D954 cee sieved. ha bed ce rote ae 100.0 57.6 10.9 

LOD Di Sse shoeetn Wont elovareei Geis sai 102.3 59.3 10.8 
Sweden 

1958 tide eat d ats eee 95.2 55.7 20.3 

LOD 4 eta edie wee eae oe 100.0 58.1 21.8 

BO oti ncd asin lack out oticerectpoaea 102.7 59.9 22.6 


Exports and imports of goods 
and services 
Fixed 


Change in 


investment inventories Balance Exports Imports 
13.2 0.8 0.6 31.1 —30.5 
14.0 11 0.5 33.3 —32.8 
+) 
21.2 13 0.8 27.4 —26.6 
22.0 0.9 —1,7 29.6 —31.3 
21.6 0.7 0.4 31.8 —31.4 
12.7 0.9 —0.6 13.8 —14.5 
13.9 1.0 11 16.2 —15.1 
15.1 ee jae? Susi ive 
19.1 2.7 2.8 15.5 —12.7 
21.0 3.4 2.9 18.9 —16.0 
25.4 3.2 2.3 21.4 —19.2 
18.2 0.2 —2.3 11.2 —13.5 
19.8 0.3 —2.0 11.5 —13.5 
21.7 15 —1.5 13.2 —14,7 
15.7 12 5.4 45.0 —39.6 
18.8 3.9 11 51.5 —50.3 
21.1 1.9 2.0 56.4 —54,4 
33.8 —0.5 —3.3 31.8 —35.1 
35.5 - —4.0 35.1 —39.1 
37.3 —0.3 —4.8 ibs aes 
19.3 —0.6 0.5 18.2 —17.7 
20.8 —0.3 —0.3 19.9 —20.2 
21.5 ~ —1.3 21.0 —22.3 
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Table 58. Real Gross National Product and its Major Components, by Country (continued) 


Gross national Personal 


Country and year product consumption expenditure 

United Kingdom: 

1953) Sec kway seseeu 2 95.6 61.5 19.3 

1964: oe wa Pee ee ceed eae 100.0 64.3 19.3 

LOSS ate ituele sais id arciwiacsieverereseee 103.3 66.2 18.8 
Canada:® 

1958 vines dt anesegeictoieee 103.1 63.3 18.7 

TODA belay wheecent wierd hone, siere 100.0 65.5 18.1 

1955 sac ttions Aowiceale siete 109.2 70.2 18.6 
United States :=» 

ODS sate a etsy viaie le arer dates 102.0 64.5 23.4 

TOBE: co incis ses ee eee eae 100.0 65.6 20.9 

LOGS Bisiek hid vids a6 Mek aetins 106.0 69.8 19.9 


Source: Organisation for European Economic Co-operation 
(OEEC), General Statistics and press releases (Paris). Canada: 
Dominion Bureau of Statistics, National Accounts, Income and 
Expenditure, Preliminary Annual, 1955 (Ottawa); Denmark: 
Department of Statistics, Statistiske Efterretninger, No. 6, 
1956 (Copenhagen); France (for 1955); National Institute of 
Statistics and Economic Studies, Rapport sur les comptes de 
la nation, 1949-1955 (Paris); Germany, western: Bank Deut- 
scher Lander, Monthly Report, January 1956 (Frankfurt) ; 
Deutsehesinstitut fiir Wirtschaftsforschung, Vierteljahrshefte 
zur Wirtschaftsforschung, No. 4, 1955 (Berlin); Italy: Cham- 
ber of Deputies, Relazione generale sulla situazione economica 
del paese, 1953, 1954 and 1955 (Rome) ; Norway: Department 
of Finance and Customs, Nasjonalbudsjettet, 1956 (Oslo) ; 
Central Bureau of Statistics, Statistiske Meldinger (Oslo) ; 
Sweden: Department of Finance, Nationalbudget for ar 1956 
(Stockholm) ; United Kingdom: Economic Survey, 1956, Cmd 
9728 (London); United States: Department of Commerce, 
Survey of Current Business (Washington, D.C.). 

Figures for 1955 are preliminary estimates of governments 
or of the United Nations Bureau of Economic Affairs. 

a An estimated increase of 3 to 4 per cent was indicated in 
the reply of the Government of Belgium to. the United Nations 


or curtail their current expenditures as part of their 
general programme of disinflation. Thus, in Denmark, 
Italy, Norway and Sweden, the increase in 1955 was 
either of the same order as in 1954 or slightly lower. 
In France and the United Kingdom, there was a 
substantial reduction, mainly in military expenditure. 


The most rapidly expanding elements of private 
demand in 1955 were fixed investment and consump- 
tion of durable goods. Fixed investment in general 
rose more rapidly than national product in 1955. How- 
ever, only in western Germany and Italy was the rate 
of increase in 1955 greater than in 1954. The increases 
in France, Norway and the United Kingdom were 
about the same as in 1954, while Belgium, the Nether- 
lands and Sweden all experienced a slackening in the 
rate of increase. In Denmark, fixed investment regis- 
tered a moderate decline. In most of these countries, 
extension of industrial capacity predominated in 
the rise in fixed investment in 1955. Investment in 
housing, which had been a primary element of expan- 
sion until the latter half of 1954, showed significant 
declines in 1955 in all western European countries 
except Belgium, France and Italy. Changes in invest- 


Government 


Exports and imports of goods 
and services 


Fixed Change in 
investment inventories Balance Exports Imports 
13.8 0.8 0.1 24.4 —24.3 
14.9 0.8 0.8 26.0 —25.2 
16.1 2.1 0.1 27.6 —27.5 
20.1 3.0 —2.0 22.2 —24,2 
19.4 —1.2 —18 21.3 —23.1 
21.3 2.0 —3.0 23.0 —26.0 
14.0 0.3 —0.2 4.7 4.9 
13.9 —0.8 0.4 4.9 4.6 
15.0 0.9 0.3 5.4 5.1 


questionnaire on full employment and balance of payments, 18 
November 1955. 

b The real balance of trade in 1955 showed a substantial in- 
crease over 1954, 

© Fixed investment includes only government civilian invest- 
ment. 

4 The value of services rendered to the private sector by pub- 
lic administration has been added to the government expendi- 
ture component. 

e Central Planning Bureau, Central Economic Plan, 1956 
ne Hague). Fixed investment refers to private investment 
only. 

t At 1954 factor cost. Government investment expenditure is 
included in fixed investment. 

® Government expenditure includes public investment. 

h Adjustments have been made in two of the components of 
gross national product: “Net foreign investment” was replaced 
by the balance of exports and imports of goods and services, to 
make it comparable with the concept used in the national 
accounts of other countries included in this table; the balance 
was obtained by adding economic aid to net foreign investment, 
the corresponding item being omitted from government ex- 
penditure on goods and services. 


ment in inventories in 1955 were not of major signifi- 
cance, except in Italy and the United Kingdom, where 
there were significant increases, and in the Nether- 
lands, where the rate of accumulation was substantially 
lower. 

Both in 1954 and in 1955, the increase in private 
consumption in most countries tended to keep pace 
with that in national product. But the rise in consump- 
tion was accompanied almost everywhere by important 
shifts in the pattern of consumption expenditure in 
favour of durables, especially motorcars. Indeed, con- 
sumer expenditures on durables accounted for a large 
part of the over-all rise in consumer outlays in 1954 
and 1955 even though they constituted a relatively 
small proportion of the total. This shift in the pattern 
of consumer demand acted as an important stimulus 
to investment in industries producing durable con- 
sumer goods. 


The building up of the pressure of domestic demand 
in 1955 was reflected in the foreign trade sector of 
several countries in the form of a larger rise in the 
volume of imports than of exports. This was the case 
in Norway, Sweden, the United Kingdom and western 
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Germany; in the latter country, government policies 
were designed to encourage imports of consumer goods 
in order to raise the level of consumption and to main- 
tain domestic price stability. The deterioration in the 
real balance of exports and imports of these countries 
in 1955 was associated with a considerable improve- 
ment in the real balances of Belgium, Denmark, France 
and Italy, which supplied the western European mar- 
kets with important industrial materials and food. In 
the latter group of countries, the growth in real export 
balances provided additional elements of expansion. 


Relatively large increases in national product in 
North America in 1955—9 per cent in Canada and 
6 per cent in the United States—represented not only 
a recovery from the 1954 recession but an advance 
to new peaks. As in western Europe, the influence of 
private demand was predominant. Government expen- 
diture fell slightly in 1955 in the United States and 
rose moderately in Canada. The dynamic components 
of demand. were fixed investment, especially in hous- 
ing, and consumption of durables; and the consequent 
expansion in aggregate final demand resulted in a 
resumption of inventory accumulation, following the 
liquidation of 1954. 


The rise in national product in Japan accelerated in 
1955, owing mainly to a sharp upward trend in ex- 
ports brought about by the relaxation of import re- 
strictions in the sterling area and growing demand 
in western Europe and North America. Domestic de- 
mand continued to reflect the effects of deflationary 
policies initiated in October 1953. Government expen- 
ditures, including public investment, changed little, 
and private investment both in inventories and in 
plant and equipment seems to have declined, although 
there was some recovery in residential construction. 
Consumption rose moderately as a result of higher 
wages and farm incomes. 


THE INVESTMENT BOOM 


The stimulus of housing investment 
in western Europe 


In general, the rise of investment activity after 1952 
in Denmark, western Germany, the Netherlands, Nor- 
way, Sweden and the United Kingdom was divided 
into two stages.’ In the first stage, comprising 1953 
and the first half of 1954, the expansion took the form 
mainly of investment in housing.” It was only after 
the middle of 1954 that the increase in investment in 
industrial plant and equipment became the principal 
factor in the rising level of investment activity. 


1 Owing to differences in economic structure and policy, the 
timing of the expansion in housing investment varied in indi- 
vidual countries. In western Germany and Norway, housing 
construction had risen rapidly between 1950 and 1952; while 
the rate of expansion tended to slacken somewhat in Norway 
in 1953, it accelerated further in’ western Germany. In the 
United Kingdom, the housing boom started during the latter 
half of 1952. 

2In some countries investment in transport and communi- 
cations also increased by a substantial amount in 1953. 
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As shown in table 59, the increase in housing in- 
vestment in 1953 was most striking in the United 
Kingdom and western Germany, where it accounted 
for 40 per cent of the total increase in fixed invest- 
ment. In all the countries listed, both the public and 
the private sectors contributed to the rise in residen- 
tial building in 1953. Many governments, while 
encouraging the general upward trend in housing 
throughout the post-war period, have on occasions 
influenced the amount of residential construction to 
help stabilize the total volume of investment. This 
has been done either directly through the housing 
programmes of municipal authorities or indirectly by 
variations in subsidies and other measures affecting 
private housing. Thus, in 1953, when private invest- 
ment generally remained stationary and government 
military expenditure tended. to level off, active pro- 
grammes of public investment in housing were under- 
taken. At the same time, private residential building 
was, in many cases, stimulated by the abolition of 
rent control and by the general relaxation or removal 
of restrictions imposed during the period of Korean 
hostilities.’ 


The rise in investment in housing was not at first 
accompanied by a similar revival in private invest- 
ment in manufacturing. Manufacturing investment rose 
relatively little; in the case of Sweden, it even declined 
substantially in 1953. Because of the expectation of 
increasing prices and of lengthened delivery periods, 
there had been a tendency during the boom of 1950 
and 1951 for the execution of investment plans to be 
accelerated. The slackening in investment in 1953 
therefore represented in part a reaction from earlier 
developments. It is also likely that private investment 
was adversely affected by the levelling off in defence 
expenditures, and possibly by the restrictive monetary 
policies adopted in 1951 and the textile recession of 
1951 and 1952. 


The stagnation in fixed industrial investment and 
the levelling off in government current expenditure 
were in many cases accompanied by a deterioration 
in the real balance of exports and imports; nor did 
inventory investment provide a significant element of 
expansion. In these circumstances, the rise in housing 
investment stands out all the more sharply, as an 
important factor, not only in sustaining aggregate 
investment, but also in contributing to a favourable 
business outlook and thus paving the way for a re- 
vival in industrial investment at a later stage. 


3In the United Kingdom, the exemption limits for building 
licences were raised, controlled rents were increased and pur- 
chases of houses by private individuals were encouraged. Re- 
strictions on construction were removed in the Netherlands. 
Sweden abolished the system of permits for residential building 
in 1954, and in Norway the strictness of building licensing was 
greatly eased during 1953 and 1954. In Denmark, government 
subsidies were given to civilian construction, including hous- 
ing, starting in the winter of 1952/53. 
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Table 59. Changes in Total Gross Fixed Investment, Investment in Industry* 
and in Housing, Selected Countries 
(At 1950 prices; as percentages of 1950 total gross fixed investment) 


Percentage change 


Country and item Share, —— n— a 
1950 1951 1952 . 1953 1954 1955 
Denmark: 

Total gross fixed investment ........+.0eeee sees 100 —2.0 3.0 7.0 8.0 —2.0 
Triste y eis eisai eed 8 aie arg Gods hori arise 28 —0.3 —0.8 0.8 2.2 
Housing? io cece ctetosei ee eis ast be acid Seas a ae 7 —2.0 0.9 2.5 2.2 

Germany, western: 

Total gross fixed investment ..........00. cece eee 100 8.0 1.0 17.0 15.0 24.0 
Tn dU Str ye ioik i053 ecb esicetenh oie pata ada ea aT 33 1.4 —0.4 4.0 2.7 Pas 
Housing 2204 eka t cdi nee ve taiwdine is be atetnds 22 3.2 2.8 6.5 6.3 0.1 

Netherlands: 

Total gross fixed investment ...........000eee ees 100 —5.0 6.0 7.0 14.0 
Industry: vaiiyicds dsomguw ian a yekataae ital seas ese urs hea ae sats 
HOUSING 2 cceecie's sie gerne eee ala eee ee eae wel 18 —17 17 11 1.0 

Norway: 

Total gross fixed investment ...........0.ce eens 100 1.0 3.0 8.0 6.0 6.0 
Tndustry: 03 oe i vcteieians 0k Wade be bee eee ealtes 20 —1.0 2.8 0.4 0.9 ee 
OWS int rey aa eiecah tie aetna Chsors Weide ale IS shes 18 Ll 2.5 14 —0.2 —0.3 

Sweden: 

Total gross fixed investment ...........0..e eee ee 100 —1.0 1.0 15.0 14.0 4.0 
Tine stry- i no. bcood bie seinen ele erp sue. 8 ob hele oinseceee eas 28 —13 —4.0 —2.8 5.6 1.9 
Housing issih asia sg tane td oowidiain nee a ela 24 —2.4 0.2 3.9 4,2 —0.2 

United Kingdom» 

Total gross fixed investment .............ce eee 100 —1ll 0.5 11.6 8.8 8.8 
Industry ......... Web bash slg colh Wie are alate oleles 29 14 —0.2 —0.1 2.9 6.5 
FIOUSED G3 eceityn aces ace tiara ean vets dacovsl cus ikea wiatiee 18 0.2 4.4 6.9 15 —2.5 


Source: Data for 1950-1954; United Nations, Economic Sur- 
vey of Europe in 1955 (sales number: 1956.ILE.2); data for 
1955 are based on national statistics. United Kingdom: 


The subsequent upturn in industrial investment 
rested on a number of favourable developments. In 
many European countries, private industry had ac- 
cumulated internal funds which could readily be used 
for capital expansion. These funds arose from sub- 
stantial depreciation accruals associated with the rela- 
tively large additions to capital of previous years but 
not reinvested after 1951. The continued decline in 
import prices was another favourable factor in the 
revival, since it contributed to increases in profit mar- 
gins in 1953 and 1954. Furthermore, government 
policies throughout this period tended, in general, to 
encourage private investment, and cheap credit was 
readily available. Restrictions imposed during the 
Korean hostilities were gradually removed, and new 
fiscal measures favouring investment were introduced. 
In the United Kingdom, for example, initial deprecia- 
tion allowances on investment in plant and equipment 
were restored in the budget of 1953/54, while in the 
budget of 1954/55 these were replaced by a more 
favourable system of investment allowances.* In the 
Netherlands, measures taken in 1953 and 1954 in- 


4 The initial depreciation allowance merely advanced, for the 
year in which investment was made, a specified proportion of 
the depreciation allowance. The new investment allowances 
were given for expenditure on new equipment, in addition to 
annual depreciation allowances at the full rate. 


Economic Survey, 1956, Cmd 9728. 
4 Manufacturing, mining and construction. 
b At 1948 prices. 


cluded reductions in corporate taxes, tax concessions 
on amortization and losses incurred in new industrial 
ventures, and termination of dividend limitation, be- 
ginning with 1954, The Swedish Government in 1954 
revoked the 12 per cent levy on new investment. In 
Norway, contrary to this general trend, import duties 
on certain machinery, which had hitherto been waived, 
were reinstated from February 1954 for balance of 
payments reasons. 


The industrial investment boom 
in western Europe 


The revival of fixed investment in industry in west- 
ern Europe got under way slowly at firsi, but from 
the second half of 1954 it developed a more rapid 
tempo. It was characterized by a high degree of con- 
centration of new investment in the engineering and 
metal-producing industries, with chemicals also promi- 
nent in the expansion. In some cases, the increase in 
investment in the motor vehicle sector of the engineer- 
ing industries was especially heavy. On the other hand, 
investment in non-durable goods industries remained 
sluggish even as the upturn gathered momentum. 


Both the acceleration and the shift in composition 
of industrial investment were caused mainly by changes 
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in the pattern of consumer expenditure in favour of 
durables, especially motorcars, as is shown later. The 
same developments affected export markets. The result 
was a rapidly rising demand for products of the en- 
gineering industries. As the slack in the engineering 
industries was taken up, producers were encouraged 
to expand capacity still further. 


Pressures on particular sectors of the economy 
became increasingly apparent in many countries early 
in 1955. Shortages of skilled labour were experienced 
in the engineering and building industries. The supply 
of basic materials to the engineering industries became 
increasingly tight; the need for larger coal and steel 
imports was one of the more important reasons for the 
deterioration of the balance of payments in some 
countries. These developments impelled the govern- 
ments of Norway, Sweden and the United Kingdom 
to take a series of precautionary measures to restrain 
the rate of expansion of domestic demand in the 
course of 1955, In Denmark, however, a poor harvest 
in 1954 and a consequent deterioration in the balance 
of payments prompted the Government to impose re- 
strictions on domestic investment as early as the middle 


of 1954, as shown below. 


Just as in 1953 governments had stimulated domestic 
investment activity by speeding up public investment, 
so in 1955 public investment, specially housing, bore 
the first brunt of the curtailment in fixed investment. 
Residential building levelled off early in the year and 
actually declined slightly during the course of the year. 
There was a small decline in residential building in 
Norway, Sweden and the United Kingdom in 1955, 
while in Denmark, the decline was more substantial. 


The measures restricting private investment were 
more direct and severe in the Scandinavian countries 
than: in the United Kingdom. In the United Kingdom 
they were confined to raising the cost of borrowing 
and curtailing bank loans to private industry, but 
in the Scandinavian countries measures of this type 
were reinforced by taxes on new investment. The 
effects of these measures on private investment in 
1955 are as yet difficult to evaluate, but in Norway 
and Sweden the rate of expansion in industrial in- 
vestment did slacken during the course of the year. 
In Sweden, this was the combined result of a smaller 
increase in investment in manufacturing, and a slight 
decline in private residential building. In Norway, 
the increase in fixed investment in 1955 was due en- 
tirely to outlays on ships; the latter were larger than 
in the previous year and represented the fulfilment 
of contracts concluded during the period of Korean 
hostilities. As a result of restrictive policies introduced 
previously, fixed investment in Denmark in 1955 was 
substantially lower than in 1954. Construction and 
residential building, which were subject to licensing, 
declined. Industrial investment was sustained in ex- 
port industries, but declined in others. 


In contrast to the Scandinavian countries, the rate 
of expansion of total fixed investment in the United 
Kingdom was maintained in 1955. Since residential 
building dropped 8 per cent, this was mainly the 
result of an accelerated expansion of private invest- 
ment in manufacturing—amounting to as much as 
20 per cent from 1954 to 1955, in real terms, com- 
pared with only 6 per cent from 1953 to 1954.5 This 
development was in contradiction to government policy 
intended to restrain the tempo of private investment. 
The measures adopted to deal with this situation are 
discussed below. 


The pattern of investment in manufacturing in the 
United Kingdom during the investment boom is shown 
in table 60,° and is, in general, typical of some of the 
other western European countries as well. Among the 
manufacturing industries, investment in the engineer- 
ing sector accounted for one-half of the increase in 
total fixed investment in 1955. The rate of increase in 
investment in vehicle production was most striking. 
These changes were in contrast to experience in 1953 
when the rise in investment was more evenly dis- 
tributed among the various sectors of manufacturing. 


Table 60. United Kingdom: Changes in 
Investment Expenditure 


(At current prices) 


Percentage Change as 

change, percentage 

Item 1954 to 1955 of 1954 total 
Manufacturing industry ............ 27 27.0 
Metal manufacturing ............ 13 16 
Metal-using (other than vehicle)... 25 5.4 
Vehicles cicss06scccaeeceaee es 75 6.2 
Non-metalliferous mining products. 21 0.9 
Chemicals ............seceeseeee 13 2.1 
Textiles and clothing ............ 16 2.1 
Food, drink and tobacco ......... 25 2 
Paper and printing .............. 50 3.4 
Other manufacturing industries.... 36 1.6 


Source: United Kingdom Board of Trade, Board of Trade 
Journal, (London), 5 May 1956. 

In western Germany, the increase in industrial in- 
vestment in 1954 was the largest recorded in the 
western European group. No specific restrictive meas- 
ures, however, were imposed on private investment 
in 1955. The pressures arising from a rapid expan- 
sion of investment, accompanied by a rising level of 
consumption, were offset by imcreases in imports. In 
1955, investment in industrial plant and equipment 
in western Germany expanded at an even more rapid 
rate than in 1954, in response to rising domestic and 
foreign demand. Partly as a result of labour shortages, 


5 Moreover, the quarterly figures indicate that investment ex- 
penditure in manufacturing rose sharply during the course of 
1955. 

6 The figures, estimated by the United Kingdom Board of 
Trade, are given in current prices. They are slightly different 
from the estimates in the national income accounts. 
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however, the increase in residential building charac- 
teristic of previous years came to a halt in 1955. In 
the Netherlands, a slackened rate of increase in invest- 
ment in 1955 was also largely due to labour shortages. 


Divergent trends in Belgium, 
France and Italy 


The expansion in fixed investment during the period 
1953 to 1955 in Belgium, France and Italy followed 
a somewhat different course from that described above. 
Not only did the expansion in fixed investment start 
later, but it continued to be dominated by housing 
construction in 1955. This is partly attributed to the 
fact that the volume of residential building in these 
countries was at much lower levels than elsewhere in 
western Europe in earlier years (see table 61). 


The housing boom in these countries did not start 
until 1954. As in the other western European coun- 
tries discussed above, construction of housing was 
stimulated by government measures in the form of 
subsidies in Belgium and France. In Italy increased 
investment in public works, including housing, was 
part of the ten-year expansion programme. In 1954, 
the rise in residential construction accounted for more 
than half of the increase in total investment in Bel- 
gium and Italy and for slightly less than half in 
France, as illustrated in table 61. In 1955, housing 
was the main element in the acceleration of invest- 
ment in Italy. The rate of expansion in residential 
building was maintained in France in 1955; its failure 
to increase was due partly to saturation in the de- 
mand for some of the more expensive types of housing. 


New investment in manufacturing industries had 
been nearly stationary in the three countries since 
1952 and did not increase in France in 1954. This 
reflects, to a large extent, the existence of excess 
capacity. In 1955, however, industrial investment 
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showed signs of renewed vitality. Much of the stimulus 
came from the high level of foreign demand which, 
in turn, was related to the investment boom in other 
industrial countries. 


On the whole, largely as the result of government 
policies, increased investment in the basic industries, 
such as transport and communications, electricity and 
gas and water works, was relatively more important 
in these countries than elsewhere in western Europe. 
In France and Italy agriculture also absorbed new 
investment at a steadily increasing. rate. 


The revival of investment activity 
in North America 


The pattern of development in fixed investment in 
Canada and the United States was not unlike that 
of the first group of western European countries 
discussed above, but the timing was different. The 
increase in fixed investment in 1953 was interrupted 
by a mild recession in 1954 but the upward course 
was resumed in 1955, 


As in the case of some of the western European 
countries, investment in housing in the United States 
played an important role in sustaining total invest- 
ment activity. As can be seen from table 62, expendi- 
ture on housing in the United States was more than 
maintained during the recession. This was largely 
due to the progressive liberalization of mortgage fa- 
cilities. As the recovery from the recession progressed, 
the level of residential building not only surpassed 
the previous peak reached in 1950, but continued to 
increase rapidly thereafter. However, a tightening of 
mortgage facilities in July 1955 was followed by a 
slackened rate of growth in housing construction in 
the second half of 1955; and this in turn led to some 
easing of mortgage restrictions at the end of the year. 


Table 61. Changes in Total Gross Fixed Investment, Investment in Industry* 
and in Housing, Belgium, France and Italy 


(At 1950 prices; as percentages of 1950 total gross fixed investment) 


Country and item Share, 
1950 
Belgium: 

Total gross fixed investment ...............00065 100 
[Industry ~ 4 owsgece acne aietesa dioe aie ieceere cl stet 38 
HOUSING oso eee ed eee ok opie Sw aha dowel 23 

France: 

Total gross fixed investment ...............00065 100 
Tid tistt ye aeciee are asia cles Bitaids eles wig aie 27 
HOUsing fics eee cae conse te elee eee eee 21 

Italy: 

Total gross fixed investment ................-055 100 
Tn astry. sso oe esas Avan tie gba tothe Ge ees S 28 
FOUSING ee scavie nie itary a albonts wid ie OOS Bh we iare eee eene 16 


Source: Data for 1950 and 1954: United Nations, Economic Survey of Europe 


statistics. 
4 Manufacturing, mining and construction. 
b At 1952 prices. 


Percentage change 


1951 1952 1953 1954 1955 
100 —40 6.0 5.0 
14 -09 —04 1.6 
14 09 —o1 2.8 
60 4.0 1.0 9.0 9.0 
ae it =13 =; 11 
4.2 17 13 4.2 4.3 
11.0 12.0 7.0 8.0 9.0 
ee 53 19 41 55 


in 1955; data for 1955 are based on national 
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Table 62. Canada and United States: Indices of Gross Fixed Investment 
and its Major Components 


(At current prices; first half of 1953=100)+ 


1953» 
Country and item {billions of 
dollars) 
Canada: 
Business expenditures** ......... 3.8 
Housing «1... cece see e ee ences 1.0 
Tora, 48 
United States: 
Business expenditures® ........... 28.0 
Manufacturing ...........0000 11.9 
Durable goods .............. 5.7 
Non-durable goods .......... 6.2 
Commercial and other®......... 7.8 
Housing ......... fnceaa fade a etole, oye ace 12.0 
Other fixed investment’ .......... 10.0 
: Torat 50. 


Source: Dominion Bureau of Statistics, National 
Accounts, Income and Expenditure, Preliminary 
Annual, 1955; United States Department of Com- 
merce, Survey of Current Business. 

8 Seasonally adjusted. 

> Annual investment, based on data for first half 
of year. 


Important elements in the underlying strength of de- 
mand for housing in the United States were high 
marriage and birth rates, the rapid expansion of 
suburban communities and the rising trend in private 
income. These developments also help to explain the 
steady growth in commercial construction involving 
the modernization and expansion of existing facilities 
as well as the spread of facilities to suburban areas. 


The rise in residential construction and commercial 
investment provided important offsets to the decline 
in business outlays on new plant and equipment dur- 
ing the recession, thereby stabilizing the total of fixed 
investment. Fixed investment in manufacturing did not 
reverse its downward course until the third quarter 
of 1955—approximately one year later than the be- 
ginning of the recovery from the recession. Within 
the manufacturing sector, the fall in durable goods 
investment exceeded that in non-durable goods dur- 
ing the recession, both in relative and in absolute 
terms. But the recovery in investment in durable 
goods industries in 1955 was also greater, reaching, 
in the fourth quarter of 1955, a level about 14 per 
cent higher than the previous peak of the third quarter 
of 1953. Investment in non-durable goods industries 
also increased rapidly and by the end of 1955 had 
more than regained the level recorded before the 
recession. 


Changes in fixed investment in Canada from 1953 to 
1955 followed much the same pattern as in the United 
States. Investment in housing, stimulated by liberal 
credit policies, rose steadily during the recession and 
in 1955, Industrial investment, which had lagged at 


1953 1954 1955 
Second First Second First Second 
half half half half half 
103 95 93 94 110 
106 106 121 134 153 
103 97 99 102 119 
103 97 95 94 108 . 
99 95 90 88 103 
97 92 86 86 104 
102 98 95 90 102 
105 103 108 Ili 124 
100 104 122 138 140 
97 95 98 112 108 
101 98 102 108 116 


¢ For new plant and equipment, 

4 Including all new non-residential construction. 

¢ Trade, service, finance, communications and 
construction. 

t Mainly investment by farmers, professionals 
and institutions, and certain ontlays charged to 
current account. 


the beginning of the recovery, rose rapidly in the 
third quarter of 1955. 


CHANGES IN THE LEVEL AND PATTERN OF CONSUMPTION 


Personal consumption continued to rise substantially 
in 1955 except in Denmark, where there was a moder- 
ate decline, as shown in table 63. Consumption has 
been rising approximately in proportion to total out- 
put in most of the industrial countries since 1953. 
This is in contrast to the previous period of Korean 
hostilities; from 1950 to 1952 the expansion in per- 
sonal disposable income was restrained by increases 
in taxation, and supplies of consumer goods were 
limited by the rise in the proportion of resources de- 
voted to defence. Since 1953, however, the levelling 
off or decline in military expenditures has made it 
possible for governments to allow personal disposable 
income and therefore consumption, to rise approxi- 
mately in proportion to national output.’ 


In most countries, the rise in real personal dispos- 
able income since 1953 has been associated with a 
corresponding growth in the real wage and salary 
bill, reflecting a continuous rise in employment and 
money earnings, accompanied by a relatively stable 
retail price level. 


From table 64, it can be seen that all the principal 
components of consumption increased during the 


7In Canada and the United States personal consumption 
rose in 1954 despite a decline in gross national product. In 
both countries this was because personal disposable income 
increased, mainly as a result of a decline in taxation and a 
rise in transfer payments, and because a higher proportion of 
disposable income was devoted to consumption. 
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Table 63. Changes in Real Gross National Product, 
Real Private Disposable Income and Real 
Personal Consumption, by Country 


(Percentage changes from previous year) 


Gross Private 
Country and year national disposable Personal 
product income consumption 

Belgium 

L954 ebileee taal eee 1.7 ae 11 

95D oe darastete aol. 3.5 tele 
Denmark: 

O54 en aeeaeauten eons 2.2 2.0 5.1 

1955: os Senses eves 0.5 —4.0 —2.0 
France: 

1954... cee eee eee 5.0 8.0 4.7 

LOD is oss scar Sew oes osu 5.3 7.0 6.2 
Germany, western 

L954 ieee atak 8.2 8.0 8.1 

1955 sie satisieae a Bice 10.7 9.0 10.0 
Italy 

9 D4T sri s eters Romeacd 5.0 2.3 

90D es ke ienereais icc 6.8 4.4 
Netherlands: 

OBS st sited seisiedet adie 5.4 7.0 5.5 

1955 wwcsboe raw 5.7 nage 6.1 
Norway 

1954 52 seisd ed adores 4.9 7.0 5.1 

1955) ois de iteetistecies 2.3 4.0 3.0 
Sweden 

T9854: aioe geachiese seed sues 5.0 3.0 4.3 

L955: § icciereviie 620,65 Gans 2.7 ats 3.1 
United Kingdom: 

1954 eee ieicigeleeters ve 4.6 5.0 4.6 

1955 secoscvaeerects ves 3.3 2.0 3.0 
Canada 

i oy: Sear are eae —3.0 —1.0 3.5 

195 b hie Siieaaeelere ane 9.2 10.0 72 
United States: 

1954 oe eee eee —2.0 2.0 1.7 

a bs eee ere a 6.0 6.0 6.4 


Source: See table 58, 

The reply of the Government of Belgium to the United 
Nations questionnaire of 18 November 1955 indicated an esti- 
mated increase of 3 to 4 per cent. 


period 1953-1955. Rates of increase in the amount 
spent on food, though generally lower than in the 
total, were fairly substantial. This is largely accounted 
for by significant increases in the consumption of 
higher quality foods, notably meat, dairy products 
and fruit, and possibly also by a greater degree of 
food processing. The consumption of bread and 
cereals, on the other hand, has shown little increase, 
and in some cases has actually declined. In western 
Germany, steady and appreciable rates of growth in 
the consumption of both food and textiles reflect sub- 
stantial increases in employment during this period. 
In most other countries, rates of increase in the con- 
sumption of textiles have been small on the whole 
and subject to large year-to-year fluctuations. 


However, the outstanding feature of the increase 
in consumption during this period has been the shift 
towards durables, especially passenger cars. This shift 
has had important repercussions on the general eco- 
nomic situation in industrial countries. As indicated 
earlier, the industrial investment boom in western 
Europe in 1954 and 1955 was to a large extent con- 
ditioned by this factor. The increase in purchases of 
durables was no less significant in importing countries 
than in the major producers, so that the volume of 
trade among industrial countries in consumer durable 
goods rose substantially. While the exporting countries 
benefited from the changed pattern of consumption, 
the large increase in motorcar imports in 1954 and 
1955 contributed to the deterioration in the balance 
of payments of some of the net importing countries. 
Although the share of durables in consumer expendi- 
tures fluctuated significantly in Canada and the United 
States from 1953 to 1955, there was no obvious trend 
comparable with that observed in western Europe. 

The volume of consumer expenditure on durable 
goods in the western European countries began to 
increase appreciably in 1953, as shown in table 64, 
and continued to rise at a more rapid rate than total 
consumer expenditure in 1954. During the same period, 
expenditure on motorcars showed an even higher rate 
of increase, as indicated in table 65. In 1953, the 
proportion of total consumer expenditure devoted to 
durable goods was generally small, amounting, for 
example, to about 5 per cent in France, 8 per cent 
in the United Kingdom and 13 per cent in Sweden. 
In 1954, however, 16 per cent of the rise in total 
consumption in France was accounted for by durable 
goods; the corresponding percentages were about 30 
in the United Kingdom and 45 in Sweden. In the 
latter country, the increase in expenditure on cars 
and motorcycles alone accounted for over one-third 
of the rise in total consumption in 1954. 

Expenditure on durables in most countries con- 
tinued to rise in 1955. However, in countries where 
measures restricting consumption had been introduced, 
demand for durables was adversely affected. In Sweden, 
the rate of increase in consumption of durables slack- 
ened appreciably in the course of the year; in Den- 
mark and Norway, expenditure on motorcars actually 
declined. In the United Kingdom, consumption of dur- 
able goods other than motorcars increased at a much 
lower rate than in 1954; although for the year 1955 
as a whole the rate of increase in purchases of motor- 
cars was approximately the same as in the previous 
year, there was some slackening in demand at ihe 
end of the year. 

In Canada and the United States, expenditure on 
durable goods underwent marked fluctuations. It rose 
appreciably in 1953, remained unchanged in the 
United States and declined slightly in Canada during 
the recession year 1954, and increased again very 
rapidly in 1955. These fluctuations occurred mainly 
in the purchase of motorcars, which, in the United 
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Table 64. Changes in Real Consumption and its Major Components, by Country 
(Percentage changes from corresponding period of preceding year) 


Total consumption 


Country 1953 1954 1955 1953 
Belgium ............... 0.6 i) ere wit 
Denmark ............0. 5.3 5.1 —2.0 5.0 
France .........cceeee 3.8 4.7 6.2 4.1 
Germany, western ...... 9.6 8.1 10.0 9.4 
Ttaly ccahia wie. Via aus 7.7 2.3 4.4 5.0 
Netherlands ........... 4.8 5.5 6.1 4.8 
Norway .....-....2000 2.1 5.1 3.0 —0.7 
Sweden .........cceeeee 2.6 4.3 3.1 2.0 
United Kingdom ....... 3.8 4.6 3.0 3.6 
Canada ....... cece eee 5.7 3.5 7.2 5.7 
United States .......... 4.5 L7 6.4 4.4 


Food* 


2.2 


2.4 6.2 
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Textiles? Durables® 
1954 1955 1953 1954 1955 1953 41954 1955 
10 —2.04 2.0 2.0 —3.04 10.4 113 ies 
2.5 4.8 2.5 6.1 3.6 7.0 15.9 15.0 
7.9 7.0 9.6 5.1 9.0 15.7 10.4 13.3¢ 
2.8 3.0 11.3 —6.2 0.1 te 7.6 9.0 
5.1 5.6 ne 9.7 12.3 aie 9.9 8.4 
5.3 3.5 4.7 0.9 2.0 5 et bes an 
1.0 0.7 0.9 4.0 5.6 15.2 6.0 

3.6 11 1.9 4.6 4.4 18.0 15.0 10.0 
4.0 5.0 3.6 —2.3 4.0 144 —5.4 17.0 


—0.5 — 4.6 13.3 — 217 


Source: United Nations, Economic Survey of Europe in 1955; 
Organisation for European Economic Co-operation, General 
Statistics and press releases. Belgium: Solvay Institute of 
Sociology, Economie belge et comptabilité nationale, 1948-1954 
(Brussels). Canada: Dominion Bureau of Statistics, National 
Accounts, Income and Expenditure, 1951-1954 and preliminary, 
1955; Canadian Statistical Review (Ottawa). Denmark: Eco- 
nomic Secretariat, Mkonomisk Arsoversigt, March 1955 (Copen- 
hagen); Department of Statistics, Statistiske Efterretninger. 
France: National Institute of Statistics and Economic Studies, 
Rapport sur les comptes de la nation, 1949-1955; Bulletin 
mensuel de statistique (Paris). Germany, western: Statistisches 
Bundesamt, Wirtschaft und Statistik (Stuttgart); Bank Deut- 
scher Lander, Monthly Report. Italy: Chamber of Deputies, 
Relazione generale sulla situazione economica del paese, 1953, 
1954 and 1955; Central Institute of Statistics, Bollettino men- 
sile di statistica (Rome). Netherlands: Central Bureau of 
Statistics, Maandschrift (Utrecht). Norway: Department of 
Finance and Customs, Nasjonalbudsjettet, 1956; Central Bureau 
of Statistics, Statistiske Meldinger. Sweden: Department of 
Finance, Nationalbudget for dr 1956. United Kingdom: Central 


States, accounts for over 40 per cent of total expen- 
diture on durables. Consumption of other types of 
durable goods in the United States has, on the whole, 
increased continuously since 1952—rather slowly in. 
1953 and 1954, and much more steeply in 1955. 


Table 65. Changes in Consumer Expenditure on 
Motorcars, by Country 


(Percentage change from corresponding period of 
previous year) 


Country 1953 1954 1955% 
Belgium .........000 000005 9 16 16 
Denmark .........2+-0000% 162 37 —29 
France .cccceccescneeseces 7 15 25. 
Germany, western ......... iat 24 30 
Thay decay sides, vere teens 26 22 
Netherlands ...........06- 39 55 41» 
Norway wo... eee e cere eee ees ~ 64 —il 
Swedenis: is naccnne wien aie ea/ ca 23 31 6 
United Kingdom ........... 57 31 30 
Canada i. .ccicccce nese eens 23 —14 25 
United States ............. 38 —8 30 


Source: See table 64. In addition, for Belgium, Agence 
économique et financiére (Brussels) . 

Figures for Sweden are based on expenditure, at constant 
prices, on passenger cars and motorcycles; for France, Italy, 
the United Kingdom and the United States, on registration 
of new passenger cars; for Denmark, western Germany, the 
Netherlands and Norway on available supply; and for Belgium 
and Canada on domestic sales. 


4 Provisional. > First six months. 


Statistical Office, National Income and Expenditure, 1955 
(London) ; Monthly Digest of Statistics (London) ; Economic 
Survey, 1956, Cmd 9728. United States: Economic Report of 
the President (Washington, D.C., 1956); Department of Com- 
merce, Survey of Current Business. 


Figures for 1955 are preliminary estimates of governments 
or of the United Nations Bureau of Economic Affairs. 


4 Including beverages, for some countries. 

b Including footwear and leather goods, for some countries. 

¢ Coverage for different countries is not uniform; for Den- 
mark, the figures are based on durable household goods and 
textiles; for France, on products of mechanical and electrical 
industries; for western Germany, on household goods, furni- 
ture and transportation; for Italy, Sweden and the United 
Kingdom, on durable household goods, cars and motorcycles; 
and for the Netherlands, on durable household goods. 

4 First three quarters, 

¢ First six months. 

t At current prices, Since prices declined from 1952 to 1953, 
the rise in volume was even greater. 


The significance of the changes in consumption of 
durables in relation to total consumption during 1953- 
1955 is more clearly revealed when compared with 
the period 1950-1952. It can be seen from chart 15 
that in some western European countries the share 
of consumer expenditure on durables varied little 
from 1950 to 1952, but increased rapidly thereafter. 
The effect of restrictive measures on consumption in 
slowing down the rate of change in Sweden and the 
United Kingdom and in reversing the trend in Den- 
mark, may also be seen in the chart. In Canada and 
the United States, on the other hand, no such trans- 
formation in the pattern of expenditure is evident. 


Apart from the rise in real income, there are a 
number of factors which fostered the increase in dur- 
able goods consumption in western Europe during the 
period 1953-1955. Principal among these were the 
increase in the supply and variety of durable goods 
and the rapidly expanding volume of consumer credit. 


Since 1953, the supply of consumer durables in 
domestic markets has greatly improved by comparison 
with the preceding period of Korean hostilities. For 
example, in the Scandinavian countries, domestic 
supplies during that period were limited by import 
restrictions. In the United Kingdom, the restrictions 
took the form of higher purchase taxes and priority 
for the export of consumer durable goods. As demand 
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Chart 15. Share of Durable Consumer Goods in 
Total Consumption, Selected Countries 


(Percentages) 
Percentage 


WESTERN EUROPE 


France* 


NORTH AMERICA 


14 

13 
12 United 
States 

11 
Canada 

10 

Se eae a ee 
1950 1952 1954 


Source: United Nations Bureau of Economic Affairs. 
a Products of electric and mechanical industries. 
b Passenger cars and motorcycles. 
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pressures accompanying the Korean hostilities abated, 
governments relaxed or removed restrictions which 
had previously been imposed. The enlargement of 
productive capacity which had meanwhile occurred 
in the metal goods industries made it possible to take 
advantage of this easing of government restrictions, 
and in many countries new types of durable goods 
were introduced and widely popularized. 

The growth of consumer credit was especially note- 
worthy in the western European countries, where in 
some cases it received encouragement from govern- 
ments. In the United States, where instalment buying 
has long been well established, credit facilities avail- 
able to consumers were increased, and conditions 


Chart 16. Indices of Outstanding Consumer Credit, 
Canada, Western Germany and United States 


(December 1952=100) 


Western Germany 


Canada | 


December December December December 


1952 1953 1954 1955 


Source: Bank of Canada, Statistical Summary (Ottawa) ; 
western Germany: Bank Deutscher Lander, Monthly Report; 
United States: Economic Report of the President, January 
1956. Data are for December of given year; for Canada, 1955 
data refer to September. 
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Chart 17. United Kingdom: Indices of Hire- 
Purchase Contracts for Motorcars and Motorcycles 


(Monthly average, 1952= 100) 


Index 


400 Motorcars 


300 


200 


Motorcycles 


100 


Ee a ee, ee ee 


1952 1953 1954 1955 


Source: The Economist (London). Data represent average 
number of hire-purchase contracts for motorcars and motor- 
cycles, including side-cars, concluded during 1952 and in 
1953-1955 (by half-years). 


governing instalment sales were considerably relaxed 
early in 1955. 


It can be seen from chart 16 that during the period 
1953-1955, the volume of consumer credit increased 


sharply in western Germany; the rate of increase ex- 
ceeded 30 per cent per annum. In the United Kingdom, 
too, as indicated. in chart 17, the number of contracts 
concluded under hire-purchase—a fair indication of 
the volume of instalment credit—increased rapidly, 
especially after the removal of hire-purchase restric- 
tions in July 1954. The reimposition of such restric- 
tions in February 1955 is reflected in the declining 
number of contracts concluded in the second half 
of 1955. 


Thus, consumer credit has come to play a fairly 
significant role in the retail markets of several coun- 
tries in western Europe. In the United Kingdom, hire- 
purchase contracts for new passenger cars rose from 


' 8 to 9 per cent of sales in 1952-1953, to about 15 


per cent in 1954-1955. The system of instalment 
credit in the United Kingdom was even more preva- 
lent in sales of certain other durable goods. The pro- 
portion of hire-purchase to total sales was 70 to 80 
per cent in furniture and 50 to 70 per cent in radio 
and television sets. 


For a number of other western European countries, 
the volume of instalment credit can only be estimated. 
It appears that the volume increased by 40 per cent 
in France and by 20 per cent in Belgium during 1955. 
In Belgium, about 70 per cent of passenger cars and 
50 to 60 per cent of motorcycles and radio sets were 
sold on instalment credit. 


The role played by consumer credit in facilitating 
the sales of durables was even more important in 
North America. In Canada and the United States, the 
volume of consumer credit changed little during 1954 
but increased by about 20 per cent in 1955. The rise 
of over $6 billion in consumer credit outstanding in 
the United States during 1955 was approximately 
double the average of previous post-war years; nearly 
three-quarters of the increase in instalment loans was 
accounted for by motorcar purchases.® 


Impact of Changes in Demand 


SHIFTS IN THE STRUCTURE OF INDUSTRIAL PRODUCTION 


The changes in the pattern of investment and con- 
sumption discussed above resulted in corresponding 
shifts in the structure of industrial production in 
western Europe. Such shifts were less in evidence in 
North America, where recovery from the 1954 reces- 
sion was widespread throughout industry. 


In western Europe, industrial production continued 
to rise rapidly in 1955, as shown in table 66. While 
in several countries the rates of expansion tended to 
slacken somewhat towards the end of the year, the 
increase in production in 1955 in western Europe as 
a whole was as large as in the previous year. During 
the sustained expansion of industrial production, the 


increase in the output of engineering industries was 
larger than that of other industrial sectors. 


This shift in the structure of industrial production 
represents an acceleration of a tendency which had 
already been evident in 1954. Within the engineering 
industries, the largest increase continued to take place 
in consumer durable goods, especially motorcars. The 
production of machinery, which showed a relatively 
small increase in the major producing countries in 


1953, rose rapidly in 1954 and 1955. 


8In the United States, the maturity period for credit ex- 
tended on motor vehicles was increased from twenty-four months 
in 1954 to thirty and, in some cases, even thirty-six months 
during 1955. There was also an appreciable reduction in the 
size of the down-payment required on instalment contracts. 
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Table 66. Industrial Production and its Major Components, by Country 
(Percentage changes from previous year) * 


Country and year 


ee 


a) 


2 


Co ee oe 
Ce 


Ce 


ee 


oe 2) 
iy 


 ) 


CC 
Ce ee ee a ay 


Cr 


| 
CC 


ey 


Source: United Nations, Monthly Bulletin of 
Statistics; Organisation for European Economic 
Co-operation, General Statistics; Dominion Bureau 
of Statistics, Canadian Statistical Review. 

aFigures for 1955 for the component series in 
some cases cover less than a whole year; the 


The rate of increase in the production of engineer- 
ing goods varied considerably among different coun- 
tries. From 1953 to 1955, production increased by 
11 per cent in Sweden, by 17 to 24 per cent in Belgium, 
Denmark, France, Italy and the United Kingdom, and 
by 35 per cent and 46 per cent in the Netherlands 


Industrial Engineering Passenger 
production products cars® Textiles Chemicals 
— —5 Il 3 
6 8 8 20 
9 15 4 3 
4 2 6 6 
9 18 —4 9 
2 3 —5 —l 
—3 —8 — 2 6 
9 9 19 vi 13 
10 14 26 —7 i 
9 3 23 16 18 
12 18 40 4 16 
16 24 36 6 13 
10 ll 20 5 23 
9 4 26 2 20 
8 13 28 —l1 11 
10 12 14 8 
ll 22 7 10 
7 li 2 6 
5 9 9 1 
9 8 3 23 
4 1 —5 —2 
1 —6 11 4 
4 6 —4 1 
6 5 —6 seid 
6 3 33 15 19 
7 10 29 2 9 
5 12 17 —4 5 
6 10 29 2 6 
—2 —8 —22 —14 1 
9 ll 33 15 6 
8 15 42 1 6 
—7 —10 —9 —9 — 
12 10 42 12 12 


percentage changes are calculated by comparing 
the corresponding periods of 1954 and 1955. 


> Including production of motor vehicles. 


¢Figures for major producing countries only 
are shown here. 


and western Germany, respectively. The importance 
of the shifts in the structure of industrial production 
in western Europe as a whole is clearly revealed in the 


® Engineering industries in Norway are relatively unimportant. 
Expansion during the upswing was confined to the production 
of crude steel, which increased by about 50 per cent. 
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aggregate indices of production of these countries, 
shown in table 67. 

In most cases, the shift of production in 1954 and 
1955 in favour of engineering goods represented a 
reversal of developments during the early stages of 
the present upswing. In 1953, the largest increases in 
production occurred in the traditional consumer goods 
industries, notably textiles. Later, the rate of increase 
in the production of these industries slackened notice- 
ably and in 1955 output of textiles in most countries 
dropped below the 1954 level. As consumer expendi- 
ture on textiles in western European countries was 
still increasing moderately in 1955, this decline was 
mainly due to the fall in exports of cotton cloth to 
oversea markets. The increase in the output of the 
chemical industries, after showing a sharply rising 
trend in 1953 and 1954, slowed down noticeably 
in 1955. 


The structure of industrial production has adjusted 
itself to the shift in the pattern of demand without 
serious difficulties. The changes in demand resulted in 
under-utilization of capacity in non-durable consumer 
goods industries. On the other hand, increased capacity 
in the engineering industries based upon new invest- 
ment in 1954 and 1955 contributed to the expansion 
of output in this sector. During the more recent phase 
of the upswing, however, there have been signs of 
growing strain in engineering industries in several 


Table 67. Changes in Industrial Production and its 
Major Components, in Western Europe* 
(Percentage changes from previous year) 


Item 1953 1954 1955 
Industrial production ......... 5 9 9 
Engineering .............. 1 11 14 
Passenger cars? ...... 19 29 28 
Textiles .....eccceeveeees 10 5 —2 
Chemicals ............... 15 14 il 


Source: Organisation for European Economic Co-operation, 
General Statistics. 

@Including all countries in the Organisation for European 
Economie Co-operation. 

oe western Germany, Italy and the United Kingdom 
only, 


countries. For example, in western Germany and the 
United Kingdom, delivery dates for ships and certain 
kinds of machinery lengthened appreciably and the 
backlog of orders tended to rise. Tightness in the 
supply of basic materials and labour for engineering 
industries threatened to become limiting factors in 
a continued rapid expansion in production. 


In North America output during 1955 rose in both 
engineering and textile industries in the process of 
recovery from the recession of 1953 and 1954, How- 
ever, a point of similarity with western Europe lay 
in the fact that the largest advance in production 
occurred in the motor vehicle industry. 


THE SUPPLY OF BASIC MATERIALS AS A LIMITING FACTOR 


The continuing expansion of the engineering indus- 
tries during 1953-1955 resulted in rising demand for 
the two most important basic materials—steel and 
coal. Shortages developed in particular countries, 
necessitating higher imports. 


The production of crude steel rose at an increasing 
rate in 1955 in all the western European countries, 
with the exception of the Netherlands. Where the ad- 
vance in production did not suffice to meet current 
demand, additional supplies were sought from Belgium, 
France and the United States, as shown in table 68. 
The existence of a considerable amount of excess 
capacity at the beginning of the recent upswing in 
Belgium and France’? made it possible for these two 
countries to raise their output rapidly and supply 
larger quantities of crude and finished steel to other 
countries in western Europe. Although production also 


10 Production of steel in Belgium and France had declined 
substantially in 1953. 


Table 68. Steel Production and Trade,* 
Selected Countries 


(Millions of metric tons) 


Ratio of net 


exports or 
Country and year Production Net exports, imports to 
or production 
imports (—)» (percentage) 
Net exporting countries: 
Belgium: 
1954 caste ea. 5.0 4,2 84.0 
1955. .accias enw 5.9 5.1 86.4 
France :° 
1954 wo. cee eee eee 10.6 3.3 31.1 
B95. Sb verea Hae Satie one 12.6 4.1 32.5 
Germany, western: 
1954 .e cee eee 17.4 0.7 4.0 
1955) iene, ofa ate weed ies 21.3 —0.1 —0.5 
United Kingdom: 
V95 Si eisai Biches tie 18.8 18 9.6 
95D ee tteccen Gh yes 20.1 11 5.5 
United States: 
1954 2.55 BoA eee 80.1 2.6 3.2 
19556 kaha 106.2 3.4 3.2 
Net importing countries: 
Denmark, Italy, Nether- 
lands, Norway and 
Sweden: 
1954 esdianr ene 7.3 —2.9 —39.7 
be ss eae 8.9 —3.3 —36.7 


Source: United Nations, Monthly Bulletin of Statistics; 
United Nations Economic Commission for Europe. Quarterly 
Bulletin of Steel Statistics for Europe (Geneva) ; United States 
Department of Commerce, Total Export and Import Trade of 
the United States (Washington, D.C.). 

4 Production figures refer to crude steel and trade figures 
refer to finished steel (including crude steel) . 

b> Figures for 1955 represent annual rates, based on the 
first ten months. 

¢ Excluding the Saar. 
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Table 69. Supply of Hard Coal, Selected Countries 


(Millions of metric tons) 


Country and year® Production 

United Kingdom: 

NOB Ab cia iceaa weGie bended: eens 227.8 

LOS: shed eceracbu naa Guages atare-aeekenaiend ¥ 225.1 
Germany, western: 

1954 santa nen hed BEE eee ee 128.0 

LOSS w wigeeleieienretiiee as ON ME oe es 130.7 
Belgium: 

LOD se iete cia eis ba arian aoa 29.2 

[ODD sated eh Peroagee dees ae aan 4 29.9 
France: 

D954: to. Feartac cd dlerditee Mia hed ds 54.4 

BOSD wierecee TMi GO ee a 8a eae eter des 55.3 
Denmark, Italy, Netherlands, 

Norway and Sweden: 

L954: focossea sce ae na eas cece he 13.8 

1955: Snescaceaeere jinoeien ten ese wa sey 13.7 


Ratio of imports 
from United States 


Imports Exports Total to total imports 
supply (percentage) 
3.1 —16.5 214.4 16.7 
11.7 —13.9 222.9 41.9 
8.3 —I16.1 120.2 21.9 
14,2 —12.8 132.1 87.5 
3.7 —5.7 27.2 6.8 
3.6 —7.3 26.2 17.4 
11.3 —2.8 62.9 0.5 
10.6 —6.6 59.3 5.2 
24.7 —1l 37.4 19.8 
26.9 —0.9 39.7 80.5 


Source: United Nations Economic Commission for Europe, Quarterly Bulletin of Coal Statistics for 


Europe (Geneva). 


4 Trade figures for 1955 represent annual rates, based on the first nine months. 


b Excluding the Saar. 


rose substantially in western Germany and the United 
Kingdom, increases in domestic demand greatly re- 
duced their exports; western Germany became a net 
importer of steel in the course of 1955. 

In the United States, the increase in demand for 
steel pushed output to the limits of capacity in 1955. 
Towards the end of the year, a “grey” market appeared 
and. it was reported that premium prices were being 
paid for certain types of crude steel." Cancelled orders 
for steel, as a result of the slackening in automobile 
production towards the end of 1955, failed to ease 
the tight supply situation, Canada also began to ex- 
perience shortages in certain types of steel towards 
the end of 1955. These developments prompted plans 
for extensive increases in steel capacity in both 
countries. 

Higher production of steel involved a concomitant 
increase in the demand for coal. The supply of coal 
proved to be less elastic than that of steel in the 
western European countries. In 1955, production of 
coal in Belgium, France and western Germany, taken 
together, increased by only 2 per cent. In the United 
Kingdom, production declined by 1 per cent as a 
result of a fall in employment and productivity in 
coal mining. 

Rising domestic demand for coal in western Ger- 
many and the United Kingdom was met by reducing 
exports and increasing imports. As shown in table 69, 
while net exports of coal from the United Kingdom 
were drastically reduced in 1955, the position of west- 
ern Germany changed from a large net exporter in 
1954 to a net importer in 1955, Higher imports of 


11 The New York Times, 21 and 28 November 1955. 


these two countries, as well as of many other western 
European countries, were only partially met by in- 
creased supplies from Belgium and France. As a 
result, there was a sharp rise in ‘western Europe’s 
imports of coal from the United States in 1955. 


PRODUCTIVITY AND SUPPLY OF LABOUR 


The rapid increase in engineering output in western 
Europe during 1954 and 1955 owed more to the rise 
in labour productivity than to the rise in employment. 
It will be seen from chart 18 that in all these countries 
for which data can be assembled the growth in pro- 
ductivity in the two years was substantial both in the 
economy as a whole and in the manufacturing sector 
alone. Available information suggests that the rise 
in productivity in manufacturing was concentrated in 
the engineering industries. This was attributable in 
some cases to the maturing of previous investment 
and in others to a fuller utilization of existing ca- 
pacity. Increases in employment in the engineering 
industries were generally moderate in 1955, as shown 
in table 70. 


The extent of the labour shortage experienced in a 
number of western European countries during 1955 
is discussed below. Here it may be noted that the 
rising demand for labour in expanding industries was 
satisfied mainly by a transfer of manpower from other 
industries. The experience of the United Kingdom, 
which exemplifies that of the Netherlands, Norway 
and Sweden as well, may be used to illustrate develop- 
ments in the labour market. As can be seen from 
table 71, the rate of female participation in employ- 
ment increased. Furthermore, the engineering indus- 
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Table 70. Changes in Employment and Unemployment, by Country 
(Percentage changes from previous year) 


Country and year® pts 
displovmient 

Belgium: 

VOD mecca vcisiskse ectarew onatareess eae 4.5 0.7 

VOD. ue veshes daideansehs Mina ea sale ee 18 
Denmark 4 

OB ss odebeicat ecentarallasscdca @anaiedioraceiaie 

Qe weea ickcacaree i a he wE oe bears 
France :° 

1954): scnawee Stead Santon eldees 1.0 

1955) cine: dcsheoeeta Slates and aS a ere’ 1.7 
Germany, western: 

954 eateccara wanted dca ateeder 4.5 

95D: 25 inet ccvcestennasiield sve Scrate wig es 5.9 
Italy 8 

V954 cawaills weet rid tanec weed 

1955) ca diexea tan TATA A anaes 
Netherlands: 

DQG As  gessatc nes eaadeaty Sos deeke tae one sh 2.3 

1955) ng hacsietesny aban e nes 0.9 
Norway: 

O54 sued seb cdlbar nda a Viewale 0.8 

1955. cia kw ee aoe moh ee ewe 0.3 
Sweden: 

O54: ohd thet aan va den a ilvec 0.2 

1955) we eseeaied wars 5 euanieleoe heitovagers 0.8 
United Kingdom: 

L964 cy oie iia w ee eatin Seren Sethe 1.6 

95S. center tai asere aise Monae eaeeeia 1.4 
Canada: 

1954: chars eh EO ade dS —1.0 

1 Dion wravenene tree tentacdetemaw acens acs 1.9 
United States ** 

1954) sigs sea weea da oy okes Maes —1.1 

VOSS: iid eAacdeeltonurdte:vencain ee ar acat avers 2.3 


Source: United Nations, Morithly Bulletin of 
Statistics; Belgium: Ministry of Economic Affairs, 
L’Economie belge en 1954 and National Institute 
of Statistics, Bulletin de statistique (Brussels) ; 
Denmark: Department of Statistics, Statistiske 
Efterretninger; France: National Institute of 
Statistics and Economic Studies, Bulletin mensuel 
de statistique and Bulletin hebdomadaire de sta- 
tistique (Paris); western Germany: Statistisches 
Bundesamt, ‘Wirtschaft und Statistik and Bank 
Deutscher Lander, Monthly Report; Netherlands: 
Central Bureau of Statistics, Sociale maand- 
statistiek (The Hague) and Reply of the Govern- 
ment of the Netherlands to the United Nations 
questionnaire of 15 December 1954; Norway: 
Central Bureau of Statistics, Statistiske Mel- 
dinger; Sweden: Social Welfare Board, Sociala 
Meddelanden (Stockholm); United Kingdom: 
Central Statistical Office, Monthly Digest of 
Statistics; Canada: Dominion Bureau of Statistics, 
Canadian Statistical Review; United States: De- 
partment of Labor, Monthly Labor Review (Wash- 
ington, D.C.). 

4 Figures for 1955 in some instances cover less 
than the whole year. 

> Used: as a rough indicator of changes in em- 
ployment in investment goods industries. The 
coverage varies from country to country, but in 
general includes the following: metal products and 


Ratio of unemployed 
Employment in to civilian labour force 


‘manufacturing industries’ “(percentage)” 
I —2 6.7 
5 5 5.0 
4 14 8.0 
—1 4 9.7 
1 2 19 
1 2 15 
5 8 7.0 
8 4 5.1 
1 10.0 
2 9.8 
4 7 19 
3 6 17 
2 2 13 
2 5 12 
1 8 2.6 
2 5 24 
3 3 15 
3 4 12 
—9 —10 4.5 
1 —I 4.4 
—9 —10 5.0 
3 5) 4,0 


metal fabrication, electrical and other machinery, 
and transportation equipment; except for Den- 
mark, employment in the basic iron and steel 
industry is excluded. Employment covers both 
salaried employees and production workers or 
wage earners. 

¢ Unemployment represents wholly unemployed. 

4 Unemployment is expressed as a percentage 
of insured trade unionists. 

© Civilian employment refers to the over-all index 
of employment of the Ministry of Labour. Un- 
employment percentages represent the ratio of 
applicants for employment to the civilian labour 
force covered by the over-all index. 

tFigures for civilian and manufacturing em- 
ployment represent employed wage earners and 
salaried workers. 

8 Manufacturing employment includes employ- 
ment in public utilities and mining. Unemployment 
represents those registered as wholly unemployed. 

h Unemployment percentages represent the per- 
centage of unemployed in trade unions. 

iUnemployment includes those temporarily 
stopped. 

i Manufacturing employment includes salaried 
employees. Ratio of unemployed relates to total 
civilian labour force. 

k Ratio of unemployed relates to total civilian 
labour force. 
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tries took an increasing share of the additions to 
civilian employment during the upswing. From June 
1954 to June 1955, the increase in employment in 
these industries accounted for about three-fourths of 
the increase in total employment. A large part of the 
growth in employment in engineering was evidently 
the result of a transfer of labour previously em- 
ployed in other industries, particularly in textiles and 
agriculture. In spite of the relatively large increase 
in employment, however, unfilled vacancies in engineer- 
ing were about one-quarter higher in the latter half 
of 1955 than a year before. Moreover, these industries 
were faced with not only a general labour scarcity 
but also a shortage of skilled workers. During this 
period vacancies for operatives and technicians in the 
principal skilled engineering occupations rose by about 
20 per cent. 


For varying reasons, a general scarcity of labour 
did not appear in other western European countries 
during the period of expansion. The expansion in pro- 
duction in western Germany was facilitated by a grow- 
ing labour supply resulting partly from immigration 
and partly from the existence of a high level of un- 
employment at the beginning of the upswing. How- 
ever, towards the end of 1955 there were some in- 
creases in unfilled vacancies and signs of a shortage 
of skilled labour in the building industries. 


The slight increase in employment in France, ac- 
companying a much larger rise in production, re- 
flected, to a large extent, the existence of under- 
utilized capacity in industry. In Belgium, the increase 
in employment in 1955 was associated with a sig- 


Table 71. United Kingdom: Jntra-Industry 
Shifts of Labour 


(Thousands of persons) 


Actual change Percentage 

\ _—_————__—. change 
Item 1953 t0 «1954 to 1954 to 
19548 19558 19558 

Civilian employment: 
Males: isis tsi2eite ten 147 152 1.0 
Female .............. 219 139 18 
Total 366 291 1.3 
Agriculture ........... —13 —22 —2.0 
Mining and quarrying... —10 —3 —0.3 
Manufacturing ........ 230 246 2.7 
Engineering ........ 128 216 5.0 
Textiles ............ 19 —42 —2.5 
Others ............. 83 72 2.6 
Building and contracting 16 12 0.8 
Public utilities’ ....... —15 4 0.2 
Services® ............. 158 54 0.7 
Registered unemployed .... —52 —38 —16.5 


Source: Central Statistical Office, Monthly Digest of Statistics. 

2 Data refer to the month of June. 

b Including gas, electricity and water, and transport and 
cemmunications. 

¢Including distributive trades, professional, financial and 
miscellaneous services, and public administration. 
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nificant reduction in unemployment, but this was not 
the case in Italy. In Denmark, as a result of restrictive 
policies discussed below, employment in 1955 de- 
clined, and there was a significant rise in unem- 


ployment. 


By contrast with the shift in composition of em- 
ployment in western Europe, the increase in employ- 
ment in Canada and the United States in 1955 was 
more evenly distributed among the various sectors 
of the economy, and was the outcome of a general 
recovery from the recession. Employment rose more 
slowly in Canada in 1955 because the early phase of 
recovery was concentrated in the more capital-intensive 
industries; however, the unemployment ratio fell after 
the first quarter of 1955. 


CHANGES IN THE COMPOSITION AND DIRECTION OF TRADE 


In western Europe, the changes in the pattern of 
production and demand considerably affected the 
composition and direction of foreign trade. The vol- 
ume of trade in machinery, transport equipment and 
basic materials for the engineering industries increased 
rapidly, while import demand for non-durable manu- 
factured consumer goods and the raw materials re- 
quired for their production tended to change little. 
As the former group of commodities could be obtained 
only from industrial countries, the changes in the 
composition of trade were accompanied by shifts in 
its geographical distribution, notably a rise in the 
proportion of trade among the industrial countries. 


In the first nine months of 1954, covering the early 
stage of the upswing, western Europe’s imports in- 
creased about 7 per cent in value, or 10 per cent in 
volume, compared with the corresponding period of 
1953 (see table 72). Manufactured goods, consisting 
predominantly of consumer goods other than durables, 
and the metal and metal products group, particularly 
the base metals, each accounted for about one-fourth 
of the increase. Chemicals and crude materials con- 
tributed about 15 and 13 per cent of the total increase, 
respectively. In the latter group, increased imports 
of ores and scrap were prominent. Owing to excep- 
tional increases in the prices of cocoa, coffee and tea, 
the rise in the value of imports of these commodities 
substantially exceeded the over-all increase in value 
of food imports: import prices of other foodstuffs, 
notably cereals, dropped. 


In the first three quarters of 1955, imports re- 
sponded to the continuous expansion in investment 
activity, and were designed in some cases to ease 
particular bottlenecks in certain countries. Total im- 
ports increased by about 15 per cent in value and 
over 12 per cent in volume. There was a marked 
shift towards crude materials, metals and metal prod- 
ucts, and fuels; taken together, these categories ac- 
counted for more than two-thirds of the total increase 
in imports in the first three quarters of 1955 compared 
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Chart 18. Indices of Production and Employment, Selected Countries 
(1953=100) 


| aT 


i 


1954 1955 1954 1955 1954 1955 
E Civilia I [ | anufacturin g Y Manufacturin g 
loy I Y/)} pro 
Source: Tables 58, 66 and 70. 
* Data for employment in 1955 refer to first eight months. b Data for employment in 1955 refer to first three quarters. 


Table 72. Changes in Imports and Exports of Western Europe* 


(Millions of dollars at current prices) 


PPI 


Imports (c.i.f.) Exports (f.0.b.) 
From From From primary To To Canada To primary 
Total western Canada and producing Total western and producing 
Commodity group change Europe United States countries change Europe United States countries 

1953 1954 1953 1954 1953 1954 1953 1954 1953 1954 1953 1954 1953 1954 1953 41954 

1954 1935 1954 1935 1954 1 985 1954 1 055 1954 I 935 1954 I 055 1954 I 085 1954 1955 
FOO: hice eekreiatns lea teat wet eh 176 «66120 S107 ss«d184S — 329844 8397 85 256 8=6171 76 =©189 8 —8 172 —10 
Crude materials .............-...000- 220 = 671 62 207 204 224 —46 240 62 252 80 177 —55 56 37 19 
Puels: <aicc vsedaweee tine ne tabi Seas 163 579 8 196 —39 191 116 192 71 =116 50 170 —l - 22 —54 
Chemicals .......ccceceesseersevteee 239 «161 ~=—137 91 72 44 30 26 308 =6189 Ss: 145 70 —20 1 183 8 118 
Metals and metal products ............ 393 1,262 321 713 —5 331 77 ~=—-218 877 1,264 497 732 —86 42 466 490 
Base metals ......... sees ee eee eeeee 174 = 789 59-3877 58 220 57 =: 192 17-5526 69 370 —113 ~—18 61 174 
Machinery ................00.000ee 98 267 #109 195 —21 57 10 15 258 415 142 237 11 7 (10 171 
Transport equipment ............... 83 189 122 141 —44 48 5 - 563 239 249 86 2 52 312 101 
Otner rises, &.siecess crate ated tie apeie Shane eae 38 17 31 - 2 6 5 1l 39 84, 37 39 14 1 —I12 44, 
Other manufactured goods® ............ 376 «6445 242.272 27 70 107 ~ 103 385 437 216 270 —122 28 291 139 
Textile yarn and fabrics ............ 112 59 64 27 4 5 44 27 160 —33 72 26 —38 ~—21 126 —80 
Othe? 2.655 cei ehiises dea seiia Ae es . 264 386 178 245 23 65 63 76 225 470 144 244 -84  -—7 165 = 219 


Tota, 4,567 3,730 955 1,663 —70 1,204 681 864 1,959 2,429 1,064 1,608 —276 119 L171 702 


‘TI Beg 


Source: Organisation for European Economic Co-operation, Foreign Trade Statistical year. “Western Europe” refers to OEEC countries. 
Bulletin, series II, “Foreign Trade by Commodity Categories and by Areas” (Paris). b SITC groups 0, 1, 4. 
4 Changes from first three quarters of one year to corresponding period of following ¢ SITC groups 6, 8, 9, less divisions 68 and 69. 
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Table 73. Changes in Imports and Exports of North America® 


(Millions of dollars at current prices) 


Commodity group 


Food? 


i 


Fuels 
Chemicals 
Metals and metal products 
Base metals 
Machinery 
Transport equipment 
Other 
Other manufactured goods* 


Textile yarn and fabrics 
Other 


ee ee a 


i i cy 


cy 


ey 


Total 
change 
1953 1954 
to to 
1954 1955 
99 —282 
—291 393 
12 157 
—66 44 
—522 =. 284 
—376 42 
—94, 94 
—58 137 
6 11 
—6 318 
—54 58 
48 260 
—774 914 


Imports (c.i.f.) 


From Canada From From primary 

and western producing 

United States Europe countries 
1953 1954 1953 1954 1953 1954 

to to to to to to 

1954 1955 1954 1955 1954 1955 
—2 —39 34 —7 90 —236 
—8 165 —72 77 -—2\i1~ i151 
5s 48; ced 1 66 148 
—13 23 ~—24 1 —29 20 
—211 223 —158 30 —153 31 
—60 39 —166 —13 —150 16 
—95 85 3 3 —2 6 
—49 = 103 —9 33 - 2 
—7 —4 14 7 —l 8 
—21 9% —59 107 74 115 
—16 6 —4l 20 3 32 
—5 909 —18 87 71 83 
—331 481 ~—280 209 —163 224 


Exports (f.0.b.) 


To primary 
producing 


countries 


To Canada To 
Total western 
change United States Europe 
1953 1954 1953 1954 1953 1954 1953 
I 964 1955 I 954 Z! 955 I 954 1955 I 054 
—434 254 —18 —5l —222 269 —194 
410 200 —21 169 251 62 180 
—75 146 —T77 23 —ll = 124 13 
158 107 —22 38 76 36 104 
—554 128 —305 166 —20 238 —229 
19 236 —69 46 69 175 19 
—122 71 —172 89 —78 27 128 
—254 —~—45 —49 53 —9 ~—35 —196 
—197 —134 —15 —22 —2 1 —180 
—337 —379 —Ill1l 61 16 85 —242 
—25 —l —34 4 6 5 3 
—3]12 —378 —T77 57 10 80 —245 
—832 456 —554 406 90 86814 —368 


1954 
to 
1955 


Source: Organisation for European Economic Co-operation, Foreign Trade Statistical 
Bulletin, series If, “Foreign Trade by Commodity Categories and by Areas”. 


a Changes from first three quarters of one year to corresponding period of following 


year. 


b SITC groups 0, 1, 4. 
¢ SITC groups 6, 8, 9, less divisions 68 and 69. 
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with less than one-half in the corresponding period 
of the previous year. Among these, iron and steel, 
solid fuels, ores, scrap and wood-pulp showed the 
largest increases, since domestic supplies of these com- 
modities had become tight in many countries. In- 
creased food imports were concentrated mainly in 
cereals, The good wheat crop in 1953 had caused 
imports to fall in the following year, while a poor 
grain harvest in 1954 was followed by a large rise 
in the demand for imports in 1955. 


From 1953 to 1955 imports into North America 
showed strong cyclical movements in sympathy with 
changes in the level of domestic production. In the 
first three quarters of 1954, the value of imports de- 
clined by 7 per cent compared with the corresponding 
period of 1953 (see table 73). This was followed 
by an increase in imports of over 8 per cent in the 
first three quarters of 1955, As a result, total imports 
rose above the pre-recession level. 


The fluctuations in the level of imports were accom- 
panied by shifts in composition (table 73) although 
these were not so pronounced as in western Europe. 
Imports of metals and metal products showed the 
largest decline during the recession. In the first three 
quarters of 1955, only half of the previous decline 
was regained. Imports of non-ferrous metals were 
limited by shortages abroad, making it necessary for 
the United States Government to release supplies from 
its own stocks and, in some cases, for private inven- 
tories to be reduced. Imports of crude materials, on 
the other hand, were at a level higher than before 
the recession, owing mainly to an upsurge in rubber 
prices, though there was also a recovery in imports 
of wool from the low point of the recession. There 
were, moreover, large increases in imports of fuels 
and miscellaneous consumer goods. Changes in the 
value of imports of food reflect, to an even greater 
extent than in western Europe, the exceptional price 
increases for cocoa, coffee and tea in 1954 and the 
declines in 1955, Thus, the value of imports of food 
rose sharply in the first three quarters of 1954 only 
to be followed by an even greater fall in the corre- 
sponding period of 1955. 


Part II. Current economic developments 


The shifts in demand of the industrial countries dis- 
cussed above affected the course of commodity prices. 
As indicated in chapter 5, higher demand in industrial 
countries caused an upward pressure in 1955 on 
prices of raw materials used in production of con- 
sumer and producer durables, and in construction— 
such as iron scrap, metals, lumber and rubber.’? On 
the other hand, prices of agricultural products, such 
as textile materials, tended to decline. The fall in the 
prices of cocoa, coffee and tea, noted above, repre- 
sented a reaction from the developments of the previ- 
ous year, when poor harvests and inventory speculation 
had driven prices to unusually high levels. 

Changes in composition affected the geographic 
distribution of the trade of industrial countries. The 
mutual reinforcement of external and internal demand 
stimuli resulted in a substantial increase in trade 
among them to meet the requirements of western 
European countries. The gradual liberalization of 
trade by the latter during 1953 and 1954 contributed 
directly to this reorientation and also facilitated in- 
creases in imports from Canada and the United States. 
The rise in trade among the industrial countries was 
particularly important in alleviating bottlenecks that 
had appeared in certain European countries. For 
example, Belgium, France and the United States were 
able to make available supplies of such products as 
coal, steel and base metals for shipment to other 
countries which were encountering shortages, notably 
western Germany and the United Kingdom. 


On the other hand, imports from primary produc- 
ing countries did not rise in proportion to the total 
increase in imports of industrial countries. The rela- 
tive deterioration in the position of primary produc- 
ing countries as suppliers to industrial countries in 
1955 is summarized in the following data (in billions 
of dollars) : 


Changes in imports 
of industrial countries® 


From 1953 From 1954 
to 1954 to 1955 
All imports 2.0.0... 0.00.0. cee eee 0.8 4.6 
Imports from: 
Industrial countries .............. 0.3 3.6 
Primary producing countries ...... 0.5 1.0 


* Data relate to first three quarters of each year. 


Internal and External Balance 


The upsurge in economic activity which gathered 
momentum in western Europe during 1954 and in 
North America during 1955 was not accompanied 
by serious problems of internal or external balance. 
Although money wages rose appreciably, retail prices 
remained generally stable owing to increases in pro- 
ductivity. The rise in productivity, coupled with the 


movement of labour between industries and a small 
growth in the labour force, made it possible to achieve 
significant increases in output and effect substantial 
changes in the structure of production despite fairly 

12Tn the case of copper, the sharp increase in price also 


reflected supply difficulties arising from labour disputes in most 
of the major producing areas of the world. 
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low levels of unemployment. Shortages of labour did 
develop, but these were on the whole no greater than 
those experienced in several of the industrial coun- 
tries during the boom of 1951. Nor was there any 
abnormal speculation in inventories; only in the 
United Kingdom was the rise in inventory investment 
a source of difficulty. 

Nevertheless, there was widespread concern about 
problems of over-expansion. Fears of an overburden- 
ing of the economy were greatest in countries where 
the external balance has been precarious throughout 
much of the post-war period, but concern was also 
voiced in North America, where the balance of pay- 
ments does not constitute any problem. In part, the 
source of concern was sectoral over-expansion—mani- 
fested in heavy pressures of demand upon the durable 
goods industries and upon housing, and in increases 
in the prices of certain industrial raw materials. How- 
ever, there was also a fear of incipient general infla- 
tion. Accordingly, measures were adopted in many 
industrial countries—especially in the monetary field 
—to slow down the pace of the expansion. No signif- 
icant anti-inflationary action was considered neces- 
sary, however, in Belgium, France and Italy, since 
no problems of excess demand had apparently arisen 
in these countries. 


SYMPTOMS OF INFLATION 
Developments in the labour market 


Conditions in the labour markets of the various 
countries provide a fairly accurate reflection of the 
extent of pressure upon resources in each. In table 
74 unemployment ratios in the first and second halves 
of 1954 and the first and second halves of 1955 are 
compared with those recorded in the two halves of 
1951, when a similar situation of over-all labour 
shortage had prevailed in a number of industrial 
countries. In this comparison it is assumed that no 
significant changes had taken place in the composition 
of the labour force or in structural unemployment. 
With the few exceptions noted below, such changes 
were probably not significant during the period under 
review. 
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At the time when restrictive measures were intro- 
duced in Norway and Sweden in the second half of 
1954, unemployment ratios, though low, were above 
the levels recorded in the second half of 1951. Al- 
though in the United Kingdom unemployment sub- 
sequently declined below the levels associated with 
previous boom years, disinflationary action likewise 
was started while unemployment was still no lower 
than in 1951. 


Canada and the United States experienced a gradual 
reduction of unemployment ratios from the 1954 
recession levels, but the 1955 ratios remained signif- 
icantly above those recorded in 1951. In view of 
this, the anti-inflationary measures adopted were more 
cautious than in the countries mentioned above. 


Earlier levels of unemployment in western Germany 
are of less significance than in the other countries 
because of drastic changes in the labour force, and 
because in 1951 western Germany was still in the 
early stages of its post-war expansion. It can be said, 
however, that the reduction in unemployment in west- 
ern Germany in 1955 had reached the point at which 
shortages of labour were beginning to emerge in 
specific sectors of the economy, notably building and 
coal mining. Comparison with 1951 also involves 
difficulty in the case of the Netherlands, where anti- 
inflationary measures were instituted at an early stage 
in 1950, so that unemployment did not fall to the 
low levels reached in countries such as Norway, 
Sweden and the United Kingdom in 1951. In 1955 
unemployment ratios dropped significantly, and by 
the second half of the year there had developed a 
labour shortage comparable with that in the latter 
three countries. 

The anti-inflationary measures adopted by Denmark 
were designed primarily to deal with balance of pay- 
ments difficulties. Though unemployment declined 
below the level of 1951, for reasons similar to those 
noted in the case of the Netherlands, it remained rela- 
tively high. 

Thus, the governments which adopted anti-inflation- 


Table 74. Unemployment Ratios, Selected Countries 


(Percentages )* 
1951 1954 1955 
ieee First half Second half ‘First half ‘Second half ‘First half Second half 
Canada’. sis3.coskve eet cand 2.9 2.0 5.3 3.8 5.7 2.8 
Denmark ..............00. 10.0 9.3 10.1 6.7 10.5 9.0 
Germany, western ......... 8.7 9.0 7.1 6.0 5.8 4.2 
Netherlands .............. 2.0 2.6 2.4 15 16 11 
Norway ...-..e0eee eee eee 1.6 0.7 1.6 1.0 1.6 0.9 
Sweden .......0-..e0eeeee 1.7 2.0 2.9 2.3 2.4 2.4 
United Kingdom .......... 14 1.3 17 13 13 11 
United States ............. 3.3 2.7 5.4 4.7 4.7 3.4 


Source: United Nations, Monthly Bulletin of Statistics. 
«For definitions of unemployment ratios in individual countries, see appropriate footnotes to table 70. 
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ary measures in 1954 and 1955 did so in circum- 
stances in which labour shortages were less, or at 
least no greater, than they had been in North America 
and parts of western Europe during preceding years, 
especially 1951. The measures of restraint were, how- 
ever, based on expectation of still tighter conditions, 
or were designed to prevent their occurrence. A ten- 
dency in the direction of tighter conditions is indicated 
by the lower levels of unemployment in the second 
half of 1955 than in the second half of 1954 in six 
of the eight countries listed in table 74. 


Relative stability of prices 


In most countries prices were relatively stable during 
1954 and 1955, particularly retail prices. As shown 
in table 75, the cost of living index in Canada and 
the United States scarcely changed during the course 
of 1954-1955. In most western European countries, the 
increase in the cost of living did not exceed 2 per 
cent in 1955. In the latter half of 1955, however, 
price increases became more pronounced in Denmark, 
Sweden and the United Kingdom. 


In Canada and the United States, the stability of 
retail prices resulted from two offsetting influences: 
a small rise in the price of services on one hand, and 
a decline in prices of food and certain manufactured 
goods on the other. In most western European coun- 
tries import prices remained fairly stable at a level 
not very different from that of 1953. At the same 
time, despite appreciable increases in wage rates, 
prices of industrial manufactured goods remained 
fairly stable and even tended to decline, as a result 
of the substantial rise in output per man-hour. The 
relatively greater stability of the cost of living index 
in France, western Germany and the Netherlands than 
in other western European countries in 1955 can be 
explained, at least in part, by government policies of 
reducing indirect taxes and the prices charged for cer- 
tain public services, and, in the two latter countries, of 
liberalizing import restrictions, as indicated below. In 
Denmark and the United Kingdom, on the other hand, 
relatively greater increases in the cost of living were 
the result of higher indirect taxes and a reduction 
in food subsidies. In Sweden the increase in the cost 
of living was largely accounted for by the higher 
level of food prices enacted for the purpose of com- 
pensating farmers for income losses due to poor 
harvests. 

There was, however, some doubt as to how long 
retail price stability would be maintained. In those 
countries which had most closely approached the limit 
of their resources in 1955, notably Norway, Sweden 
and the United Kingdom, the combination of advanc- 
ing real wages and a slowing down of the rate of 
increase in productivity seems to have led to some 
decline in profit margins which could not be expected 
to continue. The same development probably also 
took place in western Germany towards the end of 


the year. Even where productivity gains outweighed 
the advance in real wages, as for example in Canada 
and the United States, pressures on the durable goods 
industries were being reflected in rising prices for 
industrial raw materials such as steel and base metals, 
and for the finished products of these industries. 


Table 75. Changes in Average Hourly Earnings* in 
Manufacturing, Cost of Living and Import Prices, 
by Couniry 
(Percentage change from corresponding period of 
preceding year) 


Money Cost of Import 
Country and year wages living prices 

Belgium: 

W954 civic ecencades ees 3 1 —4 

1955: o55.b ccececslerarsierdtecsttua wis 3e - 1 
Denmark :4 

ih 5: eee ne ee 4 1 —3 

1955: coe cneete age cee 4° 4e 1 
France: 

95M. devant ice eadws 4 - —2 

BOD: seis sovaveces’, cag x adertesed 10 1 —1 
Germany, western: 

1954 oi aicis dee vets wid and antes 3 - —4 

LOD? ware: aig ors ial eresete ielcwea 6 2 4 
Italy: 

19D acer dekeetae a weows 4 3 - 

DD oie aia ctotelet ended Sdn ate ace 7 3° 1 
Netherlands: 

LODE eh oe tides eo daacoacecals ll 4 —5 

ODS esierecsereieia cis etdeateare 5 2 2 
Norway» 

1954 i edie eres oe voter be Gress 5 4 —2 

1955 ash eeereee wear’ 6° Ae 2 
Sweden :® 

JOSE: giles ealedig be ernaonlets 4 1 —1 

J955: acerca vveuidws eenies 7 3 - 
United Kingdom: 

LOGS” sesasccotnteSea betes 6 2 —1 

LSB cies sees ack cat, ace! ors 8 4 3 
Canada: 

O54. eo foeee wane eee sales 4 1 ~ 

T955) cists Sse ence w wc ace 3 1 
United States: 

1954: nd eden Pea od 2 - 3 

O55» tassels dteirescndes ew ease 4 - —1 


Source: Organisation for European Economic Co-operation, 
General Statistics and United Nations, Monthly Bulletin of 
Statistics. 

4 Denmark, France, Netherlands: hourly wage rates. 

>b Wages include mining, construction, transport, gas and 
electricity. 

© Three quarters. 

4 Wages include construction, transport and commerce. 

° First half. 

t Wages include construction. 

& Wages include mining and construction. 

» Wages include mining. 
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Balance of payments problems 


While in many respects there were important simi- 
larities between the situation in the United Kingdom 
and Scandinavian countries and in the other countries 
‘discussed above, it was only the former which en- 
countered significant balance of payments difficulties 
during the period under review. A major part of 
these difficulties resulted from special factors. A poor 
harvest in 1954 in all these countries caused pressure 
in the food sector. Denmark suffered most from the 
harvest failure, which not only hampered exports but 
also made it necessary to increase imports of feed: 
the fall in Denmark’s export balance in foodstuffs 
alone was equivalent to nearly half of the over-all 
deterioration in its balance of trade from 1953 to 
1954. Similarly, about one-third of the deterioration 
in the United Kingdom trade balance from 1954 to 
1955 was concentrated in the food sector: lowering 
of stocks in connexion with the transfer of govern- 
ment inventories to private hands more than com- 
pensated for losses from the poor harvest in 1954, 
but the impact was carried over into 1955. 


A further special factor in the case of the United 
Kingdom was the drop in coal production and the 
decision to build up inventories in 1955 following 
the decline in 1954, The consequential decrease in 
balance of coal imports and exports from 1954 to 
1955 represented more than one-fifth of the total 
deterioration in the balance of trade. 


More generally, however, the balance of payments 
difficulties of these countries in 1955 reflected the 
heavy pressure of demand for producer and consumer 
durables discussed éarlier in this chapter. In the 
Scandinavian countries growing imports of machinery 
and equipment and of passenger cars added consider- 
ably to the drain on foreign exchange resources. In 
Norway heavy purchases of ships also burdened the 
external balance. In the United Kingdom it was neces- 
sary to increase imports of basic materials in short 
supply—including steel as well as coal—while at the 
same time exports in some sectors were held back 
by growing domestic demand and capacity limitations. 


1954 First 
quarter 
Denmark ........eeeeeeeees 4.0 to 5.0 
United Kingdom ........... 3.0 to 3.5 
3.5 to 4.5 
Norway ...eereeeee eee eeces 2.5 to 3.5 
Sweden .......-ceee eee eees 


United States .............- 


Germany, western .........+ 
Belgium ..........-0-+--0+> 
Netherlands ..............- 
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There was also some accumulation of inventories of 
certain imported raw materials. 

A basic difficulty of these countries is that foreign 
exchange reserves are too low to enable them to 
absorb temporary maladjustments — such as those 
caused by harvest failure or by inventory fluctuation 
—without the need to resort to a severe contraction 
of demand. An additional problem of the United 
Kingdom seems to derive from the distribution of its 
exports. A relatively large share is marketed in 
primary producing countries, whose capacity to im- 
port has not risen in line with world trade as a whole 
during the current boom, as pointed out earlier in 
this chapter. Consequently, one of the limits to the 
rate of economic expansion in the United Kingdom 
is set, under present conditions, by the particular 
distribution of its exports, which could not, of course, 
be subjected to a major shift in direction in a short 
period, even if competition from other countries could 
be discounted. 


ANTI-INFLATIONARY MEASURES 


A striking feature of the anti-inflationary measures 
adopted in response to the situation described in the 
preceding section has been the reliance placed on 
monetary techniques. The levels of discount or bank 
rates attained in some countries by the end of 1955 
surpassed those reached at any previous time during 
the post-war period. In many cases this marked a dis- 
tinct departure from the policies of earlier post-war 
years, characterized by a concentration on fiscal meas- 
ures and direct controls. 


The timing of measures in the various countries 
that have taken action can be broadly indicated by 
the changes in discount rates shown below:7* 


The countries listed fall into two groups. The 
United Kingdom and the Scandinavian countries had 
already taken strong action in the second half of 1954, 
or the first half of 1955, including not only discount 


13 International Monetary Fund, International Financial 
Statistics (Washington, D.C.). 


1955 
1956 


Second Third Fourth Firse 
quarter quarter quarter quarter 
5.0 to 5.5 
4.5 t05.5 
2.75 to 3.75 
15 to 1.75 1.75 to 2.0 2.25 to 2.50 2.5 to 2.75 
2.0 to 2.25 2.75 to 3.0 
1.5 to 2.0 2.0 to 2.25 
2.25 to 2.75 2.75 to 3.0 
3.0 to 3.5 3.5 to 4.5 
2.75 to 3.0 


2.5 to 3.0 
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rate increases, but a variety of monetary, fiscal and 
other measures designed to apply major restraint on 
the forces of expansion. On the other hand, Canada, 
western Germany, the Netherlands and the United 
States did not initiate significant restraint until later 
in 1955. Although Belgium did not experience sig- 
nificant inflationary pressure in 1955, the discount rate 
was raised slightly, mainly in order to discourage 
speculation and narrow the difference from compar- 
able rates abroad, 


In several countries, the revival of interest in mone- 
tary policy was part of a broad movement in the 
direction of greater orthodoxy in economic affairs 
and of circumscribing the scope of governmental 
interference in the functioning of the market economy. 
It was in the same general stream of events as the 
movement towards more liberal trade and payments 
policies, the re-establishment of freer markets in com- 
modities and currencies, and the general elimination 
of controls, 


Apart from this, however, monetary measures ap- 
peared particularly suited to the circumstances of 


1954-1955 by virtue of their flexibility. Flexibility, 


seemed necessary because of uncertainty regarding 
the strength and permanency of the expanionist fac- 
tors, because of the relatively slow approach to an 
anticipated danger point and because, even in the 
hardest pressed countries, the boom in some sectors 
of the economy was accompanied by slackening of 
expansion in others, Applied on a modest scale in 
order to slow down an expansion of demand con- 
sidered only a little too rapid, monetary measures 
were expected to achieve a moderate correction with 
a minimum of action and without any significant 
departure from an established trend of growth. This 
seems to have been the situation in those countries 
which resorted mainly to monetary measures and on 
a modest scale only—the second of the two groups 
mentioned above. Here the expansion during 1955 
reached a point at which pressure against the limits 
of resources became just noticeable, for example in 
a tightening of the labour market and in a tendency 
for prices to rise. Plenty of elbow room was still left 
in these economies when the governments decided to 
slow down the pace and prevent outbursts of specu- 
lation. 


In the countries where balance of payments diffi- 
culties accompanied or even preceded the appearance 
of domestic pressures, it was recognized that monetary 
policy would not suffice or in any case could not be 
permitted to carry the burden of adjustment alone. 
Although it should be noted that the monetary policies 
adopted in the past few years have included a variety 
of devices designed to strengthen the conventional 
techniques of monetary management and increase the 
number of points at which checks are applied to the 
expansion, it was inevitable that investment should 
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bear the brunt. Exclusive reliance on monetary meas- 
ures in a situation calling for substantial corrective 
force would consequently run the risk of adversely 
affecting the future rate of growth. Complementary 
use was therefore made of fiscal policy. 


Nature of the measures : 


The raising of discount rates in these countries was 
generally supported by open market operations and 
often reinforced by government issues of high-interest 
loans. In Sweden, the central bank insisted on the 
fulfilment of certain liquidity quotas and ultimately 
required the commercial banks to decrease their loans 
(other than for housing) by 1 per cent over the period 
August-October 1955. In Norway, reserve require- 
ments were introduced for the first time, and the 
banks were repeatedly asked to curb their loans in 
spite of substantial excess reserves. It was agreed 
in the end that no increase in private bank loans 
should take place in 1956. In the United Kingdom, 
the banks were also asked early in 1955 to restrict 
credit and were eventually requested to reduce ad- 
vances by 10 per cent during the second half of 1955. 
In western Germany, in August 1955, the minimum 
reserve percentage on all deposits was raised one 
point. In the United States, the Federal Reserve System 
restricted its purchases of government securities as 
early as December 1954 and reduced its holdings in 
January-February and August-September 1955. In 
addition, margin requirements for stock-market pur- 
chases were raised twice: in January 1955 from 50 
to 60 per cent and in April from 60 to 70 per cent. 


In some cases specific restrictions were introduced 
to check building. In Norway, the central bank re- 
stricted its authorizations of housing loans to be floated 
by credit associations in 1955. In western Germany, 
bills used for interim financing of building projects 
were no longer accepted for rediscounting by the 
Central Bank after October 1955. In Sweden, building 
loans—which had expanded at an unusually rapid 
rate in 1954—hbore the brunt of the efforts of the banks 
to contract credit in 1955. This resulted in difficulties 
in financing housing during the first half of 1955 
which had not quite been foreseen by the Government. 
In Denmark, building subsidies were restricted in 
1954 and cut sharply in 1955. Housing subsidies 
were also reduced in the United Kingdom. In the 
United States, in July 1955, down-payments were 
increased and the period of repayment shortened on 
mortgages guaranteed by the Federal Government. 
Subsequent indications of a slackening in the demand 
for housing were followed by the reinstatement of 
the original provisions. 


In Norway and Sweden, special investment taxes 
were introduced early in 1955 in an attempt to affect 
the level of private investment directly by fiscal means. 
In Sweden, new investment in industry and agricul- 
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ture was subjected to a levy of 12 per cent. In Norway, 
a 10 per cent sales tax was imposed on all building 
and construction activity (except new farm dwellings 
and buildings). A temporary 10 per cent tax on pay- 
ments under new contracts for large ships was also 
introduced in order to encourage either postponement 
of such purchases or resort to credit from abroad. 


All the measures thus far mentioned were directed 
mainly towards investment but could, of course, be 
expected to improve the balance of trade depending 
upon the import content of the investment affected and 
the extent of the contraction generated in total do- 
mestic demand, But in those countries where the bal- 
ance of trade was of major concern, the problems posed 
by the rapid increase in the consumption of durable 
goods had to be tackled by direct means as well. In 
the Scandinavian countries, special attention was given 
to the sale of motor vehicles, which had expanded 
rapidly in all three countries in 1953 and 1954. In 
Norway and Sweden, a 10 per cent sales tax was 
introduced at the beginning of 1955, and Norway 
reduced motor vehicle import quotas. In Denmark, 
special measures had already been taken in 1954 to 
curtail imports of passenger cars and motorcycles by 
reducing the number of import permits granted and 
by raising the price of certificates obtained through 
the dollar export incentive scheme. Limitations were 
also imposed in Denmark in 1954 on hire-purchase 
contracts, and a turnover tax of 10 to 15 per cent 
was applied to a wide range of consumer goods in 
March 1955. The United Kingdom restricted hire- 
purchase in February 1955 but in April removed the 
purchase tax on certain textile goods. Later in the 
year the purchase tax was increased generally by 20 per 
cent on household goods and cars, and the coverage 
was extended. In February 1956 instalment buying was 
further restricted, and subsidies cut on certain essential 


foods. 


In most previous instances of balance of payments 
difficulties, governments had generally acted to limit 
imports by direct means. This step was also taken in 
several countries in 1954-1955. Apart from the meas- 
ures noted above, Norway, for example, reduced 
authorizations for controlled imports. In no case, how- 
ever, was there a general tightening of quantitative 
trade controls, as had frequently occurred in earlier 
post-war years, although in some cases it proved im- 
possible to proceed with further measures of liberaliza- 
tion as had originally been intended. 


A new feature of the policies adopted in 1954-1955 
was the attempt to exert a downward pressure on 
prices, and thereby check demands for wage increases, 
by allowing freer entry to imports. A number of west- 
ern European countries, particularly western Germany 
and ithe Netherlands, liberalized imports from the 
dollar area; and in addition western Germany lowered 
import duties on a number of items in March 1955. 
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Three countries actually reduced income taxes in 
1955—western Germany at the beginning of the year, 
the United Kingdom in April, and the Netherlands 
in the latter part of the year. It might be thought that 
the risk of excess demand for consumption was there- 
by enhanced. This risk was accepted, however, in an 
attempt to deal with the complementary danger of a 
wage-price spiral: it was hoped that tax reductions 
would encourage restraint in demands for higher 
wages, and also provide additional incentives to 
greater productivity. As already noted, the United 
Kingdom was compelled to raise purchase taxes and 
cut subsidies later in 1955. 


Various schemes have been devised to promote 
voluntary saving. In Denmark, small-scale savings are 
accorded income tax relief if deposited in blocked 
savings accounts. In Norway, savings deposits up to 
a certain limit have been exempted from income and 
capital taxes. In Sweden, high premiums (15 to 20 
per cent) are offered for savings deposited in special 
bank accounts in 1955 and 1956 if these are not 
withdrawn before the end of 1960. The United 
Kingdom Government has proposed the introduction 
of a premium savings bond. 


Impact of the measures 


In the credit market the impact of the monetary 
measures was seen in the higher private bank and 
bond interest rates and a slowing down or reversal 
of the previously rapid growth in credit volume. In 
the Scandinavian countries and in the United King- 
dom, the volume of credit ultimately levelled off; and, 
in Sweden and the United Kingdom, at the end of 
1955, the credit volume began to decline below the 
level reached in the corresponding period of the pre- 
vious year, as shown in table 76. In these countries 
the effects of the change in monetary policy have 
thus been transmitted fairly quickly to the credit 
market. No over-all effect on credit volume is yet 
visible in Canada and the United States. 


The full impact of the credit restrictions can be 
expected to appear only after some delay; some in- 
dication of their incidence upon different sectors may 
already be gleaned, though the information available 
thus far is meagre. In Sweden, at the end of 1955, 
bank lending for non-residential construction and 
personal credit were far below the levels reached at 
the end of 1954. Except for housing loans, which 
increased towards the end of the year, other credits 
were approximately unchanged. In the United King- 
dom, bank advances to the engineering and food 
industries at the end of 1955 were above the corre- 
sponding level in 1954 and rising; on the other hand, 
advances to the textile industry and to local govern- 
ment authorities, as well as personal loans, were below 
the 1954 level and falling. A considerable decline in 
borrowing by public utilities also took place. If public 
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utilities are excluded from the credit figures of the 
United Kingdom, the peak was not reached until the 
third quarter although the decline in the fourth quarter 
still brought the credit volume comparatively close 
to the 1954 level. It is, of course, extremely difficult 
to distinguish the active and passive elements in 
changes in bank lending; in the United Kingdom, for 
example, declining advances to the textile industry 
and increased advances to the engineering industry 
might have been expected in any event. However, there 
has’ certainly been a considerable lag between the 
contraction in the credit market of the Scandinavian 
countries and that in the United Kingdom, which 
may to some extent explain the relatively greater ex- 
pansion in private investment in the United Kingdom 
in 1955. 

Jn some instances the effect of anti-inflationary 
measures upon specific sectors is clearer than upon 
the economy as a whole. Reference has already been 
made to the decline in demand for housing in the 
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United States following the tightening of mortgage 
facilities, and the reversal of the latter measure which 
resulted. The effect of various restraints in curbing 
residential construction in the United Kingdom and 
Scandinavian countries was also noted above. Simi- 
larly, restrictions on consumer credit and the rise in 
purchase tax in the United Kingdom led fairly rapidly 
to a fall in sales of passenger cars and certain other 
durables and a decline in their production. 

Insufficient time has elapsed to permit an evaluation 
of the general effect of the anti-inflationary measures 
upon balance of payments positions. In Denmark the 
situation improved considerably in 1955 owing mainly 
to a better harvest and to the tightening of restrictions 
on .imports of vehicles: the improvement resulting 
from these two factors alone was nearly as large as 
the over-all reduction in the trade deficit. However, 
the slackening in domestic demand probably also con- 
tributed to the outcome by leading to a fall in imports 
of miscellaneous consumer goods and forest products. 


The Economic Outlook for 1956“ 


Any assessment of the present economic situation 
and outlook in the industrial countries must neces- 
sarily take full account of the governmental anti- 
inflationary measures discussed above. These measures 
will undoubtedly be modified by governments from 
time to time depending upon the manner in which the 
situation evolves. It is, however, obviously impossible 
to foresee and. allow for all the changes which may 
come about in government policy, especially since 
considerations beyond the scope of the economist are 
involved. For this reason the discussion which follows 
attempts in general to evaluate the economic tendencies 
emerging at the beginning of 1956 without seeking to 
indicate what the response of governments is likely to 
be. This approach does not, of course, imply that 
appropriate adjustments in government policy will not 
be made as the need arises. 


Industrial output and trade in the industrial coun- 
tries are expected by governments to continue to rise 
in 1956 but at somewhat lower rates than those ex- 


perienced during the past two years. Such data as 
were available at the end of April 1956 suggested that 
this expectation was being fulfilled in the early months 
of the current year. The rate of increase in industrial 
production in western Europe in the first two months 
of 1956 appeared to have slackened appreciably. In the 
United States industrial output in the first quarter of 
1956 showed no increase over the last quarter of 
1955, on a seasonally adjusted basis. 


As pointed out earlier, the relatively high rate of 
expansion of national product achieved in some coun- 
tries in 1955 depended in part upon the availability 
of unemployed labour and unutilized industrial capac- 
ity. By the end of 1955, however, unemployment in 
most countries had fallen to low levels and idle pro- 


14 This section is largely based upon replies of governments 
to the annual United Nations questionnaire on full employment 
and balance of payments, 18 November 1955. Supplementary 
information has been obtained from other official publications. 


Table 76. Indices of Commercial Bank Credit, Selected Countries 
(Corresponding quarter of previous year=100) 


1954 1955 

Country First Second Third Fourth First Second Third Fourth 

quarter quarter quarter quarter quarter quarter quarter quarter 
Ganda: ising baie en 6a haa jogs ae 115 110 102 100 98 103 110 119 
Denmark .2cce. cece een er eee ee deenane 107 109 108 107 105 101 101 102 
Germany, western ......... 20 seer ee ees 110—s«110 110 115 117 120 120 116 
Netherlands ............. 2s eevee reese 131 134 125 124 120 j22 122 124 
Norway 2... cece eee eee eee eee e eens 101 105 106 108 110 106 104 103 
Sweden: i 2 Ascites ieee dasa Sowa sae 106 109 110 112 109 103 100 95 
United Kingdom ............-. eee eee eee 98 104 109 11 115 119 109 98 
United States 0.0... cc eee eee ee eee 103 104 102 105 108 112 116 116 


Source: Organisation for European Economic Co-operation, General Statistics. 
aData relate to short-term or medium-term credits from commercial banks outstanding at the end of each quarter. 
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ductive capacity had also been reduced. The expansion 
of output in 1956 is therefore expected by governments 
to depend, to a larger extent than in 1955, on a con- 
tinuing increase in labour productivity. In the light of 
the large volume of industrial investment undertaken 
in 1955, some increase in labour productivity can be 
expected. 


On the demand side, consumption in most countries 
is not expected to increase as rapidly as in 1955, nor 
indeed is investment, except in Canada and the United 
States. At the same time, however, governments have 
not expressed concern that the expected levels of total 
demand will be insufficient to maintain output at full 
employment levels. Indeed, in some countries the 
problem is rather the reverse; the main concern in 
1956 is to restrain the rise in demand from outstrip- 
ping that of total supply. No drastic change in the 
pattern of demand is generally envisaged. 


The reduced rate of expansion in demand and out- 
put in the industrial countries is expected to lead to 
a corresponding decline in the rate of growth of the 
volume of trade. This development is likely to affect 
adversely those countries whose exports have been a 
major contributing factor to the expansion in economic 
activity. 


Under the prevailing conditions of full employment, 
the pressure for higher wages is expected to continue. 
By April 1956, a number of claims for substantial 
wage increase had been made in several countries, 
while others were expected later in the year. In so far 
as the expectation of a slowing down in the increase 
in labour productivity coupled with a substantial in- 
crease in wages is realized, the stability of the cost and 
price structure may be adversely affected. 


PROSPECTS FOR INDIVIDUAL COUNTRIES 


By the end of 1955, economic expansion in indi- 
vidual countries had already exhibited divergent ten- 
dencies. In some, the restrictive measures which had 
already begun to slow down the expansion during 
1955 are expected to continue to exert a restraining 
influence in 1956. In others, a slackening in the rate 
of expansion is forecast on the basis of limitations of 
manpower and industrial capacity. In a third group 
of countries the expectation has been expressed that 
falling exports to other industrial countries will con- 
tribute to a slackening in the rate of expansion. 


In Norway and Sweden, a slowing down in the rate 
of growth of domestic demand had already become 
evident during the second half of 1955. The anti- 
inflationary measures introduced in 1955 will be 
relied on to exert continuing restraint upon domestic 
demand in 1956. While consumption in both countries 
is expected to increase as much as in 1955, a further 
slackening in the rate of fixed capital investment is 
foreseen. Curtailed domestic demand is expected to 


provide the basis for an improvement in the balance of 
payments.?® 


In the United Kingdom, the rate of expansion in 
domestic demand had also eased during the second 
half of 1955 and, as noted previously, the consump- 
tion of durables, especially motorcars, had slackened. 
In the early months of 1956 industrial production was 
only some 2 per cent higher than in the corresponding 
period of 1955 and the balance of trade had improved 
significantly, largely as a result of a decline in imports. 
However, the pressure of domestic demand is expected 
by the Government to continue high. This is mainly 
owing to the fact that in the investment sector, where 
a very large amount of work has already been put in 
hand, the rate of increase in demand in 1956 may not 
fall significantly below that of 1955. In these circum- 
stances, the Government has felt it necessary to re- 


inforce its restrictive measures in February and again 
in April 1956. 


Several other western European countries which ex- 
perienced accelerated rates of economic growth in 
1955 anticipate a slackening in the expansion in 1956 
but for varying reasons. In the Netherlands, this ex- 
pectation is based upon the fact that output in 1955 
rapidly approached full utilization of capacity. Un- 
employment, which had already reached very low levels 
in 1955, is expected to be reduced even further in 
1956. Increases in private consumption and fixed in- 
vestment are not expected to match those recorded in 
1955. At the same time, the balance of trade is expected 
to deteriorate as a result of a smaller increase in ex- 
ports coupled with an unchanged rate of increase in 
imports. 


Belgium and France also envisage a slowing down 
in the rate of growth of national product in 1956. 
External stimuli have been of considerable importance 
in their current expansion, but there is a likelihood 
that economic policies presently being pursued in other 
countries may generate a decline in the demand for 
their exports. Consequently, the rate of improvement 
in the balance of trade recorded in 1955 is not expected 
to be maintained in 1956. The substantial backlog of 
outstanding orders for Belgium exports may, however, 
prove to be a partially offsetting factor in that country. 
In France a fall in agricultural production is expected 
to result in an increase in imports and a reduction in 
exports; this together with increased commitments in 
Algeria is expected to accentuate the deterioration in 
the balance of payments. The unfavourable changes in 
the external balance of Belgium and France are not 
expected to be fully offset by increases in other sources 
of demand. 


15 No official forecast for 1956 was available for Denmark. 
Substantial slack had developed in the economy by the be- 
ginning of 1956, but some revival during the course of the 
year seemed possible as a result of an expected increase in 
exports and some recovery in building activity. 
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In Japan, as in Belgium and France, a deterioration 
in the balance of trade is expected to be the main con- 
tributing factor to a slowing down in the rate of 
growth. Exports are forecast to increase much less than 
in 1955 because of slackening foreign demand and 
inelastic supply in such major export items as ships 
and iron and steel. At the same time, imports are 
expected to show a significant increase in 1956, while 
United States special procurements will decline further. 


The prospects in the United States are summarized 
in the following passage from the Economic Report of 
the President:'* “Taking recent developments all to- 
gether, it is reasonable to expect that high levels of 
production, employment, and income will be broadly 
sustained during the coming year, and that under- 
lying conditions will remain favourable to further 
economic growth.” The report points out, however, 
that, in an economy operating close to full capacity, 
“cross-currents multiply and become more prominent”. 
These cross-currents are clearly revealed in the present 
situation. 


Following the completion of recovery from the 
recession, the rise in national output in the United 
States began to slow down, particularly after the third 
quarter of 1955. Industrial production in the first 
quarter of 1956 was at the same level as in the final 
quarter of 1955, as noted previously, while total out- 
put was only slightly higher, on a seasonally adjusted 
basis. Consumption was also rising much more slowly 
than a year before, mainly because of a drop in ex- 
penditure on consumer durables to a level below that 
of the first quarter of 1955, This development was 
almost entirely due to a sharp decline in sales of 
passenger cars which began in the fourth quarter of 
1955 and has continued into 1956. The volume of 
construction early in 1956 was about 4 per cent lower 


16 Washington, D. C., 1956, page 49. 
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than a year earlier, while housing starts were also 
lower. The rate of investment in producers’ durable 
equipment, however, continued to rise during the first 
quarter of 1956. On the whole, total fixed investment 
was stable during the nine months ending in March 
1956, the decline in residential construction being off- 
set by a rising trend in business fixed investment. 
Although the rate of inventory accumulation remained 
relatively high, preliminary estimates suggest a slight 
fall from the fourth quarter of 1955 to the first quarter 
of 1956. By the end of February 1956, the volume of 
inventories had reached the pre-recession peak of 
mid-1953, but were in the aggregate supporting a 
volume of economic activity about 5 per cent higher. 


Thus the major “cross-currents” in the United States 
economy at the beginning of 1956 were, on the one 
hand, significant declines in demand for passenger 
cars and new housing and, on the other hand, a sub- 
stantial increase in business expenditure on plant and 
equipment. The most recent survey of business inten- 
tions*’ indicates that outlays on fixed capital are ex- 
pected to increase by 22 per cent in 1956. It is upon 
the realization of this expansionary factor that an 
increasing national product in 1956 will mainly rely. 


In Canada, an increase of 21 per cent in fixed 
investment by private business is expected,** as in 
the United States, to be the major contributing factor 
to a further advance in national product. That limita- 
tions of productive capacity are likely to be crucial 
factors in the 1956 rate of growth has already become 
evident, Canada’s balance of trade deteriorated sharply 
in the final quarter of 1955 and has continued to 
worsen in early 1956, owing to the rise in imports. 


17 Undertaken by the Securities and Exchange Commission 
and the Department of Commerce between late January and 
early March 1956. 

18 Department of Trade and Commerce, Private and Public 
Investment in Canada, Outlook 1956 (Ottawa). 


Chapter 5 


RECENT TRENDS IN PRIMARY PRODUCING COUNTRIES 


Among the characteristics common to most of the 
countries dealt with in this chapter—comprising 
Africa, Asia (exclusive of mainland China and Japan), 
Latin America, and Australia and New Zealand—are 
the general nature and relative magnitude of their 
foreign trade. This trade consists to a very large extent 
of an exchange with the industrial countries of primary 
products for manufactured goods of various kinds. 
Though manufactures are tending to be featured more 
prominently among the exports of a few of the coun- 
tries in the group—Argentina, Australia, Brazil, India, 
Mexico and the Union of South Africa, in particular— 
raw materials and foodstuffs continue to constitute the 
overwhelming bulk of exports. Similarly, though raw 
materials and foods, and in some instances fuels, are 
of major significance, both qualitatively and quan- 
titatively, among the imports of some countries in the 
group, in the main their imports consist very largely 
of industrial goods. 


The importance of foreign trade to these countries 
is indicated by the high proportion of gross domestic 
product originating in the export sector. In conse- 


quence of this, the course of economic events in the 
countries which constitute the main markets for their 
export products is a matter of considerable significance 
to them. 


The second characteristic of most primary producing 
countries is the high proportion of total exports con- 
tributed by one or two products. In almost all of the 
thirty-nine countries listed in table 77, two leading 
export products contributed more than a third of the 
gross export value in 1953-1954; in about 80 per cent 
of the countries the two main products accounted for 
more than half of export earnings and in about 50 per 
cent for more than three-fourths of export value. In 
general, this dependence on one or two commodities 
tends to increase the sensitivity of the economy to 
fluctuations in external markets. However, since 
elasticity of both supply and demand differs appreci- 
ably from one commodity to another, specialization in 
the export sector also results in considerable diversity 
in the effects upon the primary producing countries 
of changes in the level of output and income in 
industrial countries. 


Trends in Foreign Trade 


DEMAND FOR PRIMARY COMMODITIES 


As indicated in chapter 4, the rise in production in 
western Europe in 1954 and 1955 and in the United 
States in 1955 was not the result of a uniform growth 
in all sectors of the industrial economy. Hence there 
was a considerable range of variation in the extent 
to which the total demand for primary products 
changed, while movements in the demand for imported 
raw materials were even more diverse. 


Since it was generally the heavy industries and those 
producing durable goods—both capital and consump- 
tion—that experienced the largest increase (the output 
of motorcars, in particular, showing a notable expan- 
sion), the most marked rise in demand for raw 
materials imported from the primary producing coun- 
tries was for metals and rubber. The only other cate- 
gory of materials in which demand increased and 
prices were firm or rising throughout the period under 
review was that of petroleum and its products. The 
demand for natural fibres and hides and skins remained. 
relatively weak; only the hard fibres, abaca and sisal, 
moved against the trend, recovering partially in 1955 
from the low levels of 1954. 
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In western Europe, the demand for bread grain 
imports from the primary producing countries re- 
mained below the 1952/53 level. The demand for 
sugar imports also failed to rise at the rate at which 
the output of cane-sugar was expanding; the market, 
which had weakened in 1954, would probably have 
followed the trend in the grain market had not some 
unexpected large purchases by eastern Europe helped 
to reduce the rate at which surpluses were being 
accumulated. Since higher consumer incomes in the 
industrial countries tended to reinforce the secular 
trend of demand away from high calorie foods and 
towards high protein foods, the market conditions 
for the other foodstuffs was more varied and on the 
whole—in the case of mutton and beef, for example— 
somewhat stronger than for the bread grains. A rise 
in meat production in Europe had a counterpart in 
larger imports of grain for feed. 


In the case of beverage crops, changes in demand 
seem to have been less significant than expectations of 
changes in production. There was probably some 
substitution in demand—tea for coffee and other types 
of confectionery for cocoa, for example—in response 


Table 77. Gross Domestic Product, Total Exports and Principal Export Commodities, by Country 
(Millions of indicated currency units) 


Gross Average ratio 
domestic 1953-1954 (percentage) 
ros Total Principal Principal 
Country and currency unit market Value of exports export export 
prices exports® is roe semanas commodities 
1953 1954 1953 1954 product» exports® 
Venezuela (bolivar) ........ ccc eee eee c cece eee eeeetevuces 9,1584.2 wae 4,858° 5,661 53 94 Petroleum 
Malaya (Malayan dollar) .......... cece cece ence cece ences 5,780 eu 3,020 3,109 52t 55 Rubber, tin 
Rhodesia and Nyasaland (Rhodesian pound)............... 290 322 141 147 47 768 Copper, tobacco 
Gold Coast (pound sterling) ......... 0... cece e cence ene eee 183 ae 81 105 44, 16 Cocoa 
Mauritius (Mauritius rupee) .......... ccc cece cece erence 598 587 274 251 44, 98 Sugar 
Surinam (Surinam guilder) ............cccceeeceee eee eees 804.5 wang 31! 55 39 80! Bauxite 
Belgian Congo and Ruanda-Urundi (Belgian Congo franc)... 53,660 57,450 19,917 19,801 36 52 Copper, coffee, cotton 
Ceylon (Ceylon rupee) ........ 0. cece cece ete eeeeetes 4,641 5,038 1,568 1,809 35 90 Tea, rubber, coconut 
products 
Cuba (p6s0) «vi: bocca he acids se Gane adese et tes 2,070 oe 669 539 32 80 Sugar 
Haiti® (gourde). 25.5 scseica cv ews chew eaeatande bona eee 1,0454.e bees 279° 278 27 84 Coffee, sisal 
Honduras (lempira) 1.0... 0c. c eee e cee s erect eect eeees 499) 437) 134 120 27 80 Bananas, coffee 
New Zealand™ (New Zealand pound) ..............0.00005 834 9271 242 236 27 71 Wool, butter, lamb 
Burma® \(kyat). sss sk. o0 ned sag bol etewurde Gee ASG eee as ees 4,620 4,583 1,297 1,064 26 82 Rice 
Syria (Syrian pound) ....... cc. cece eee e ee eee e eens 1,410 aids 372 460 26 58 Cotton, wheat, barley 
Dominican Republic (peso) ......... cess cece eee eee eee 435} 47) 105 120 29 87 Sugar, coffee, cocoa 
Kenya and Uganda (pound sterling) ................-2.-0. 224 shee 56 64 25 685 Coffee, cotton 
El Salvador (colén) ........ 0... c cece eee e eect e neat eeenes 846! dave 171 263 20 87 Coffee 
Nigeria (pound sterling) ............. cee cece eee eee eee 680% ness 126* 149 19 72 Cocoa, palm kernels and 
oil, ground-nuts and oil 

Guatemala (quetzal) 2.0... 0... cece eee e eee eee eee eee 558! sian 100 110 18 91 Coffee, bananas 
Jamaica (pound sterling) ......... ccc cece eee e eet e ee ee 85! tai 15! 31 18 59 Sugar, bananas 
Union of South Africa (South African pound).............. 1,586! 1,737) 287 318 18 26 Wool, diamonds 
Australia? (Australian pound) .............. cece eee e eee 4,560 4,832 815 761 17 57 Wool, wheat 
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Ecuador (Sure). 6 c053/63 oie eee tae ee bee bewnda ne weeane 9,349 10,421 1,460 1,919 17 86" Bananas, cocoa, coffee 

Colombia (peso) 1.0.0... 2c cece cece cece tence eetee etna 8,712 1,410 1,579 16 82 Coffee 

Egypt (Egyptian pound) ........... 0. cece eee cece ee ees 8659 . 137 138 16 83 Cotton 

Pert: (80)) 53 sits ace etd caret Sia heieie pectactee nce Wik.ele abs vote ede 22,539! 3,695 4,744 16 52 Cotton, sugar, lead 

Chile “(peso) cis cicnenciwsisecconteaetid vase cage aeee le agtelss 316,330 41,134" Bea 13 14 Copper, nitrates 

Thailand (baht) ........ ccc ccc cece eee cece teen eenees 33,855 4,558 4,510 13 738 Rice, rubber 

Indonesia (rupiah) ....... 0... cece eee eee teen eens 93,422¢ ws 10,651¢ 9,759 11 57 Rubber, petroleum 

Mexicos(peso): 32 sacccw spon ndide sae doen ciageg es glee ies 50,2004 59,180¢ 4,637 6,300 10 48 Cotton, coffee, lead 

Paraguay (guarani) 1.1... 0... cece cece eee ee eee eee eenees 6,243! 9,550! 573 813 9 67h Cotton, timber, quebracho 

Philippines (peso) ....... cee cece eect tere ee ete e tees 8,338 8,567 785 792 9 65 Coconut products, sugar 

Brazil (cruzeird) .......ccseeccccccccrctserecvanencceses 410,700 jeete 32,047 42,968 8 T4 Coffee, cotton 

China: Taiwan (new Taiwan dollar) ......6....0cceeeeeees 18,9149 21,565% 1,984 1,451 8 80 Sugar, rice, tea 

Lebanon (Lebanese pound) ........... cece eee e eect eeenees 1,1554 88 93 8 15 Beans, oranges 

Pakistan™ (Pakistani rupee) ............0ec cece eee e ee aees 19,3082 1,301 1,191 7 78 Jute, cotton 

Turkey (Turkish lira) ........ ccc eee e cect cence cece cease 16,351 0% 1,109 938 vi 58 Tobacco, cotton, wheat 

Argentina (pesO) ...... ccc cece cee c eect t eee eeeeeeeesaee 105,360" 116,740" 7,189 6,757 6 512 Meat, wheat, wool 

India™ (Indian rupee) .......... cc cece eee eee eee cence 106,100 5,307 5,835 5 44 Tea, jute manufactures 
Source: United Nations, Statistics of National Income and Expenditure, Statistical 4 National income. 

papers, ie H i end vegan ASE Ireina sone! ee Bc aeebante nk Sree eae e 1952. 

Uriel Nations aisationnaize. of 1s Noveuber 1955 on Fall cuuploeabart aa jalanés * Exports of domestic produce represent 26 per cent. 

of payments; International Monetary Fund, International Financial Statistics (Wash- & 1954 only. 

ington, D.C.); Mauritius: Central Statistical Office, The National Income and h 1953 only. 

National Accounts of Mauritius, 1948-1954 (Port Louis, 1956); Union of South 11950. 

Africa: South African Reserve Bank, Quarterly Bulletin of Statistics, December 1955 41951-1952. 


(Pretoria). Countries are arranged according to ratio of exports to gross domestic 
product, in descending order; export commodities are in order of importance. 


® Unless otherwise stated, general exports, including re-exports, excluding gold. 


bITa countries with multiple exchange rates (notably Argentina, Brazil, Ecuador, 
Indonesia, Paraguay, Thailand), the figures tend to understate the actual rates because 
the element of export tax implicit in the exchange rate structure is not allocated and 
added to exports. 


© Unless otherwise stated, percentages are based on weighted averages and represent 
for each country the proportion that the exports of the commodities mentioned bear 
to its total exports, including re-exports. : 


k Years ending 30 September, 

1 Gross national product at market prices. 

m Years beginning 1 April. 

2 Gross domestic product at factor cost. 

° Years beginning 1 July. 

P Based on exports during the period 1 January 1953 to 30 September 1954. 
4 Net domestic product at factor cost. 

T Including export of services, 

8 Based on dollar values. 
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to price movements. These took the form of statistically 
similar, though differently phased, cycles, cocoa and 
coffee prices reaching their peaks in mid-1954 and 
tea prices at the turn of the year. During 1955 all 
three prices declined—that of tea by about an eighth, 
that of coffee by about a sixth and that of cocoa by 
almost a third. 


With the growing use of chemical detergents, the 
market for most oils and fats remained weak through- 
out the period. Consumption of butter, however, ap- 
pears to have increased during 1955 and prices re- 
mained fairly firm. Under the influence of greater 
activity in construction, demand for linseed oil also 
rose. 


In general these changes in market conditions reflect 
changes in demand in the face of an unresponsive 
supply. There is little evidence that market weakness 
induced a decline in production in any of the important 
internationally traded commodities. Even in cases in 
which sizable surpluses had been accumulated, such as 
cotton and sugar, production continued to exceed 
consumption. 


Just as the output of foods and fibres was not cut 
back in response to market weakness, so expansion 
in the output of commodities for which demand was 
increasing—metals and rubber, in particular—tended 
to lag behind consumption. In the case .of copper, 
strikes of miners in Chile and Northern Rhodesia 
added to the technical difficulties of increasing pro- 
duction in the short run. As a result, there was a 
tendency for stocks—especially those in the hands of 
producers—to be reduced between mid-1954 and the 
end of 1955. In the case of rubber, however, this 
tendency was reversed by slackening of demand in the 
closing weeks of the year. 


Part II. Current economic developments 


The results of the interaction of variable demand 
and rather unresponsive supply are epitomized in the 
price series summarized in table 78. Under the in- 
fluence of the price boom in beverage crops, the food 
price index rose to a maximum in mid-1954, declined 


' rapidly to below the 1953 level by mid-1955 and then 


remained fairly steady. Reflecting recovering cotton 
prices in 1954 and rising rubber prices in 1955, the 
price index of agricultural raw materials increased 
steadily until the third quarter of 1955, dropping back 
to the 1953 level, however, in the final quarter of the 
year, The mineral price index, which did not begin to 
increase until the end of 1954, continued to rise 
throughout 1955. 


Though price is often the most significant indicator 
of the state of the market for a particular commodity, 
it is only one of the variables determining what for 
most primary producing countries is the critical 
magnitude, namely export proceeds. In order to throw 
some light on the latter, in so far as they were affected 
by developments in the industrial countries during 
1954 and 1955, table 79 presents: in summary form 
changes in the value of net imports into North America 
and western Europe of commodity groups that are of 
particular importance to the trade and income of 
primary producing countries. Chart 19 provides similar 
information, and some price data, for specific com- 
modities. 


Net imports of these commodities into western 
Europe expanded by 8 per cent between the first 
three quarters of 1954 and the corresponding period 
of 1955. There was, however, a partly offsetting ex- 
pansion of exports from North America, so that 
over-all expansion of net imports into the industrial 
areas was only in the neighbourhood of 5 per cent. 


Table 78. Indices of Prices of Primary Commodities entering World Trade* 
(Corresponding period of preceding year=100) 


Commodities other than food 


Period Al 
commodities Food Total _ Agricultural» Mineral® 

LOB 4K oh ceed aise ee valaS ieee a aremen 104 109 100 99 100 
1955s vatidinge aiettiniee wager Sg 97 90 103 103 106 
1954: 

First quarter ....... cece ee eee eee 102 109 97 95 100 

Second quarter .........+eeeeeee 1106 113 100 99 102 

Third quarter ......-...seseeeees 104 108 100 101 99 

Fourth quarter .......---000++--- 103 107 101 102 101 
1955: 

First quarter ......-.2es eee eee 99 94 103 103 104 

Second quarter ..........e+eeee 94 86 102 102 104 

Third quarter ..........0- eee eeee 97 88 105 105 106 

Fourth quarter ......6..0.00eeees 99 91 105 100 110 


Source: United Nations, Monthly Bulletin of Statistics, March 1956. 
4 Based on c.if. import prices and f.0.b. export prices in equal proportion. 


> Including rubber and other forest products. 
¢ Excluding metals. 
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Table 79. Value of Net Imports of Selected Commodity Groups into North America and Western Europe? 


(Millions of dollars) 
= 1954 1955 

1953 1954 Three quarters Three quarters 

Commodity group ne Soetice 
North Western North Western North Western North Western 

America Europe America Europe America Europe America Europe 

Metals and ores ....... 0.0 ce eee e eee eee eee 965 913 590 =—-:1,198 498 855 364 =1,145 
Rubber sivas coedaeseense ace eins wns beeen 347 380 272 371 196 259 312 431 
Petroleum and products ...............66. 448 1,762 544 1,838 380 =: 1,416 525 ~=—s-:1,583 
Natural fibres ......... 0.0 cee cece eee eens 50 =—-2,496 —340 2,460 —208 1,932 14 ~=+1,765 
Hides and skins ..........---- eee eeeeeees 36 237 —5 217 - 168 1 144 
Basic foods? .......... 00. eee eee ee etree nee —872 1,885 —373 1,490 —178 1,080 —300 1,242 
Beverages 2... 0... e cece cece ee eee eees 1,781 1,139 1,912 1,557 1,450 1,130 1,237 ~—-1,059 
DODRCCO 6s Pea he Ue Tec w ease ee ebews —330 —295 414 —160 213 —226 269 
Oil-seeds, oils and fats®.................05. —52 = 1,039 —217 ~=‘1,110 —126 862 —165 903 
Total, above groups 2,373 10,245 2,088 10,655 1,852 = 7,915 1,762 8,541 


Source: United Nations, Commodity Trade Statistics, series 
D. Exports f.o.b., and “special” in all countries except Ireland, 
the United Kingdom and the United States, for which they 
are “national”; imports c.if., except for Canada and the 
United States, where they are f.o.b., and “special” for all except 
Ireland and the United Kingdom, where they are “general” 
imports. 


The relatively small effect that the upswing in 
activity in the United States exerted upon imports 
from the primary producing countries in 1955 cannot 
be ascribed to a continuation of the long-run decline 
in the ratio of raw material input to industrial output; 
excluding the intake of the government stockpile, the 
volume of raw material imports from all sources was 
15 per cent higher than in 1954—an increase much 
greater than that registered by industrial production 
or gross national product. The explanation lies rather 
in the high proportion of the increment in these 
imports coming from Canada and Europe, and in the 
composition of imports from the primary producing 
countries. The value of imports of semi-manufactures 
increased by 20 per cent and of raw materials by 
18 per cent, while imports of crude foodstuffs were 
9 per cent lower. Imports of the principal categories 
of primary products from the less developed countries 
increased by a mere 7 per cent—only rubber (68 per 
cent), petroleum and its products (25 per cent), and 
metals and ores (15 per cent) recorded an expansion 
greater than the average, while there were decreases 
in the imports of oil-seeds, oils and fats, basic foods 
and beverage crops. Total imports from the thirty 
leading primary producing suppliers of the United 
States were only 4 per cent higher in value in 1955 
than in 1954. 


Petroleum and its products constituted the only 
category to register an increase in net imports into 
both North America and western Europe in the two 
years, 1954 and 1955. Net imports of metals and ores 
increased substantially in both years in western Europe 
—by 24 per cent and 34 per cent, respectively—but in 
1954 there had been a decline of 35 per cent in the 
value of net imports into North America. Net imports 


@ Austria, Belgium-Luxembourg, Denmark, France, western 
Germany, Greece, Iceland, Ireland, Italy, Netherlands, Norway, 
Portugal, Sweden and the United Kingdom. 

b Wheat, maize, rice, sugar and meat. 

¢ Including butter. ; 


of rubber, though appreciably higher in the first three 
quarters of 1955 than in the corresponding portion of 
1954, had declined in both areas in 1954. 


Between the first three quarters of 1954 and the 
corresponding period of 1955, there was an expansion 
of net imports into western Europe of cereals and meat, 
while in North America there was a decrease in net 
imports of meat and sugar and an increase in net 
exports of wheat and maize; only in the case of rice 
was there a reduction in net exports. So far as oil-seeds 
and oils and fats are concerned, increasing net imports 
into western Europe in both 1954 and the first three 
quarters of 1955 were accompanied by increasing net 
exports from North America. 


The value of tea imports by industrial countries, 
which had increased in 1954, continued to rise in the 
first three quarters of 1955, but cocoa and coffee 
imports declined sharply, cocoa by 14 per cent in 
North America and 19 per cent in western Europe, 
and coffee by 16 per cent in North America and 
10 per cent in western Europe. Net imports of both 
cotton and wool fell in western Europe, but in the 
United States there was a 17 per cent increase in wool 
imports, under the impact of recovery from the reces- 
sion, and a 33 per cent decline in net exports of cotton. 
Net imports of hides and skins into the industrial 
countries declined in both 1954 and 1955. 


It is evident from this summary that the main im- 
pact of the general upswing in business activity in 
industrial countries upon imports from primary pro- 
ducing countries was concentrated on metals, rubber 
and petroleum. Its impact on imports of other com- 


' modities was limited either by failure of demand to 


expand markedly—as in the case of some of the food- 
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Chart 19. Price Indices and Value of Net Imports of Selected Commodities 
into North America and Western Europe 


(Value of imports in millions of dollars; price indices, 1953=100) 


Lead lron ore Base metal ore 


Rubber Copper Tin 


1 


t ul ! u 
1953. 1954 1955 1953 1954 1955 . 1953 1954 1955 


7) LI 
LL) Net imports into western Europe Net imports into North America 


Source: United Nations Bureau of Economic Affairs; see table 79 for definitions. 
Values for 1953 represent half-year averages. Negative figures indicate net exports 
(tin from western Europe; cotton, maize, wheat, oil-seeds, oils and fats from North 
America). Price indices are for following commodities: 

Lead: United States, domestic, pig, common grade, New York. 


Rubber: Malaya, No. 1 RSS, in bales, f.0.b. 
— — — Ceylon, RSS, f.o.b., Colombo, including duties. 
a United States, synthetic, GR-S, New York. 
Copper: United Kingdom, electrolytic. 


—- — — United States, domestic electrolytic, Connecticut Valley. 
Tin: Malaya, Singapore, ex-works. 


Jute: India, first grade, Calcutta. 
— — — United Kingdom, raw, Pakistan, mill firsts, c. and f. Dundee. 
Cotton: United Siates, middling 15/16, average of ten markets. 
— — — Egypt, Karnak, good, spot, including export taxes. 
Se Ra Brazil, type 5, S20 Paulo. 
ool: 


Australia, average prices of greasy wool at auctions in Sydney. 
— — — United States, greasy, raw 56’s, Boston. 
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Chart 19. Price Indices and Value of Net Imports of Selected Commodities 
into North America and Western Europe (continued) 
(Value of imports in millions of dollars; price indices, 1953 = 100) 


Cocoa Tea Coffee 


Meat Maize 


1953 1954 1955 1953. 1954 1955 1953 1954 1955 
Y LI 
Yj Net imports into western Europe Net imports into North America 
Cocoa: Brazil, Bahia. 


— — — United States, Accra type, f.o.b., New York. 
Tea: Ceylon, Colombo, market price, including exports duties and taxes. 
Coffee: Brazil, Santos No. 4, Santos. 

— — — Colombia, green Manizales, ex-dock, New York. 


Sugar: 


Cuba, 96° centrifugal, f.0.b., exports to United States. 

— — — Cuba, 96° centrifugal, f.0.b., exports to rest of world. 

Oil-seeds: International market prices of seven major oil-seeds. 

Oils and fats: as til market prices of fourteen major oils and fats (excluding 
utter) . 
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stuffs and textiles which tend to have a relatively low 
income-elasticity in industrial countries—or by the 
possibility of meeting part of the increase in demand 
from production or stocks in the industrial countries 
themselves. In the United States, for example, stocks 
which had reached high levels in the first half of 1954 
were subsequently drawn down; in addition, releases 
from government-owned stocks or diversions from 
previously arranged government purchases helped to 
augment commercial supplies from time to time, 
especially when metal shortages threatened. 


A significant force in the market for certain primary 
products during 1955 was heightened demand on the 
part of the Soviet Union and some eastern European 
countries, which became important purchasers from 
several under-developed countries, in line with deci- 
sions to increase the domestic availability of consumer 
goods. The commodities chiefly affected—sugar, cot- 
ton, rice and, more recently, grain—were among those 
in which prices were weak and stocks tending to ac- 
cumulate in exporting countries. Though the quantities 
involved were usually small by world standards, they 
were often important for individual countries. 


DISTRIBUTION OF EXPORTS 


It is evident from the preceding discussion and from 
chapter 4 that the upswing in activity in 1955 had 
much less influence on the trade of the primary produc- 
ing countries than on that of the industrial countries. 
In fact, while exports from the latter were 12 per cent 
higher in value in the first three quarters of 1955 than 
in the corresponding period of 1954, the expansion in 
exports from the primary producing countries was 
about 5 per cent. 


In the first half of 1955, exports from industrial to 
primary producing countries, reversing the 1954 trend, | 
increased only half as much (7 per cent) as those with- 
in the industrial group; they remained, however, al- 
most three times as much as exports within the primary 
producing group, which continued to constitute about 
8 per cent of world trade (see table 80). Exports from 
the primary producing countries to North America, 
Japan and western Europe were all higher than in the 
first half of 1954, though they remained below 1953 
rates in the first two of these areas, largely as a result 
of smaller shipments from Latin America. The expan- 
sion of exports within the primary producing group 
(by 6 per cent) affected most of the constituent areas, 


Table 80. World Exports, by Origin and Destination 
(Values in millions of dollars; indices, corresponding period of preceding year=100) 


Destination 


Primary Mainland 
Origin Industrial producing China, eastern 
World total® countries» countries Europe,“ USSR 
Value Index Value Index Value Index Value Index 
Lotal world exports :* 
OSS nn c2k. sassttcerece use Minced ohare a Aone ie boaters onze 70,698 46,146 23,236 1,316 
1954 i Sea iGhe Pores ae cate Ree Bee Pee es 74,338 105 47,862 104 24,835 107 1,641 125 
1954 First half ........... 00... eee eee 36,170 23,118 12,204 848 
1955 First half .........- ces cee e en eeee 39,340 109 25,391 110 13,078 107 871 103 
Industrial countries :» 
LOB? se koh sve ites sate pis coacareadirte 00:8 rere Sie lal wtlage 44,176 26,756 16,679 741 
OBA: oo ayeresasdtecaer arneaie a! anol etpastgeacw ane eis “wens dos 46,953 106 28,037 105 17,996 108 920 124 
1954 First half ......0.-- cc cee cece ence 22,757 13,418 _ 8,889 450 
1955 First half ........... 0.00. cece 25,281 111 15,290 114 9,478 107 513 «114 
Primary producing countries: 
QBS oe sas but coe hea ded ws alg RAN aeesa le wilde raveile sees 25,118 18,527 6,016 575 
Oa accent Sdtaiein toes te huts aay artes aetevon aye! wre-6 25,845 103 18,849 102 6,275 104 721 = 125 
1954 First half .......2. 20.0. cee eee eee 12,697 9,260 3,039 398 
1955 First half ....... ccc cee eee eee eee 13,126 103 9,537 103 3,231 106 358 90 
Mainland China, eastern Europe, USSR: 
1953” sei. S ee ieee ula wie atored bea Bed 1,404 863 541 
VOSA Sgiecacet ye oa Ce ened Shree eS 1,540 110 976 =:113 564-104 
1954 First half ........ 0... 00. eee eee eee 716 440 276 
1955 First half ......... 0... eee eee eee 933 130 564 128 369 = -134 


Source: United Nations, Monthly Bulletin of Statistics, 
August 1955 and February 1956. 

* Excluding trade among mainland China, eastern Europe 
and the Soviet Union, special category exports from the United 
States and certain other exports whose destination could not be 
determined. 


b Austria, Belgium-Luxembourg, Denmark, France, western 
Germany, Greece, Iceland, Ireland, Italy, Netherlands, Norway, 
Portugal, Sweden, Switzerland, Trieste, Turkey, United King- 
dom; Canada and United States; Japan. 

¢ Albania, Bulgaria, Czechoslovakia, eastern Germany, Hun- 
gary, Poland, Romania. 
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Table 81. Changes in Destination of Exports, Selected Groups of Countries 
(Millions of dollars) 
(Changes from previous period’ in value of exports to: 
Primary producing countries 
Group” and period*® Industrial countries® Oceania 
Mainland China, and 
Total North Western eastern Europe,® southern Latin Other 
value World Total America Europe Japan Total Africat America countries 

Rubber exporters: 

1954 ......... 1,872 66 15 —31 30 16 6 44 15 12 17 

1955) ire dis cae 391 360 107 204 49 23 51 12 38 1 
Mineral exporters: 

1954 ......... 897 —54 —59 —99 40 —I 2 —4 l —17 13 

1955 ......... 170 168 27 143 —1 —2 —3 7 4 —1 
Cotton exporters 

1954 ......... 1,120 —63 —87 —4 —30 —53 23 —A4 4 —8 - 

1955 ......... 61 —27 13 —52 12 56 50 7 10 33 
Wool exporters: 

1954 ......... 4603 —441 —520 —116 —2330 —76 91 —76 26 —35 —68 

1955 ......... 137 55 19 —6 43 —30 41 32 4 7 
Coffee exporters 7 

OG AY Saat Sd 2,218 83 —15 —140 96 28 13 87 1 37 49 

1955... eee eee —194 —195 -—113 —~73 —7 9 —9 —2 —5 —3 
Cocoa exporters 

1954 ......0.. 739 140 122 —12 134 - 10 6 5 = 1 

1955 .......0. —54. —14 2 48 - —7T —1 —1 - —1 
Tea exporters: 

1954 ...... eee 1,541 97 32 —26 82 —23 1 35 35 —I16 17 

1955... ee eee 126 87 30 38 19 —14 37 3 1 32 
Sugar exporters 

1954 ......00e 1,037 —121 —130 —42 —67 —21 - 10 - —6 16 

1955 ....... A 32 12 —10 —8 30 37 —16 - —4 —12 
Rice exporters: 

1954 0.2.6... 531 —55 —13 —19 8 —2 1 —42 - - —42 

1955: sence ees 42 28 26 12 —9 10 4 ~- - 4 


Source: United Nations, Direction of International Trade, a 
joint publication of the Statistical Office of the United Nations, 
the International Monetary Fund and the International Bank 
for Reconstruction and Development. Figures for Argentina, 
Bolivia and Thailand are derived partly or wholly from the 
statistics of partner countries. 

® The periods covered, in the comparison of 1955 with 1954, 
are as follows: Argentina, Bolivia, Brazil, Burma, Thailand, 
six months; Peru, seven months; Sudan and Uruguay, eight 
months; Belgian Congo, China:Taiwan, New Zealand, Nigeria, 
nine months; Chile, Colombia, Cuba, Gold Coast, Rhodesia 
and Nyasaland, Union of South Africa, ten months; India, 
Indonesia, Philippines, eleven months; Australia, Ceylon, Egypt, 
Malaya, Pakistan, twelve months. 

b Countries grouped according to principal export commodity: 
Rubber exporters: Indonesia, Malaya; mineral exporters: Bel- 
gian Congo, Bolivia, Chile, Rhodesia and Nyasaland; cotton 
exporters: Egypt, Pakistan, Peru, Sudan; wool exporters: 


the only significant exception being south-eastern Asia, 
where a decline in the rice trade and stricter import 
controls in some countries combined to reduce imports 
from primary producing countries. The 10 per cent de- 
cline in exports to the centrally planned economies re- 
flects a substantial decrease in exports from the group 
of countries comprising Australia, New Zealand, Rho- 
desia and Nyasaland, and the Union of South Africa, 
from Latin America (chiefly to the Soviet Union) and 
from western European dependencies, only partly off- 


Argentina, Australia, New Zealand, Union of South Africa, 
Uruguay; coffee exporters: Brazil, Colombia; cocoa exporters: 
Gold Coast, Nigeria; tea exporters: Ceylon, India; sugar ex- 
porters: China:Taiwan, Cuba, Philippines; rice exporters: 
Burma, Thailand. 

¢ Austria, Belgium-Luxembourg, Denmark, France, western 
Germany, Greece, Iceland, Ireland, Italy, Netherlands, Norway, 
Portugal, Sweden, Switzerland, Trieste, Turkey, United King- 
dom; Canada and United States; Japan. 

4 Totals include a variable but in most cases small propor- 
tion of exports whose destination could not be determined more 
precisely. 

e Albania, Bulgaria, Czechoslovakia, eastern Germany, Hun- 
gary, Poland, Romania. 

t Australia, New Zealand, Rhodesia and Nyasaland, Union 
of South Africa. 

& Excluding Rhodesia and Nyasaland, for which 1953 figures 
were not available. 


set by a 25 per cent increase in exports from the 


Middle East. 


Expansion of exports from rubber producing coun- 
tries was widespread in 1955, that from mineral pro- 
ducing countries somewhat less so, declines being 
registered to Japan, eastern Europe, south-eastern Asia 
and the Middle East (see table 81). Though there was 
some recovery in exports from cotton producing coun- 
tries, after their decline in 1954, this did not extend to 
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western Europe, which registered a further decrease in 
shipments not only from cotton producers but also 
from wool producing countries. There was also a de- 
cline in exports from wool producers to the eastern 
European area, though as a result of the switch from 
Australia to Latin America, following the withdrawal 
of the Soviet Union from Australian wool sales in 1954, 
exports from Argentina and Uruguay to this area in 
the first half of 1955 remained well above 1953 rates. 
Exports from the coffee and cocoa producers were 
markedly lower in 1955 to almost all destinations, but 
those from the tea producers continued to rise, except 
to mainland China, to which exports from Ceylon de- 
clined appreciably. So far as the sugar producers are 
concerned, a substantial rise in exports to Japan 
(chiefly from China:Taiwan and the Philippines) and 
to the eastern European area (chiefly from Cuba) 
more than offset decreases in exports to almost all 
other destinations. As implied above, exports from the 
rice producers to south-eastern Asia were substantially 
lower in the first half of 1955, but larger shipments 
were made to all other areas, with the exception of 


Japan, to which exports, particularly from Burma, de- - 


clined again. 


Some of the changes in the direction of exports and 
in the rates of expansion to different destinations re- 
flect changes in composition. The expansion of exports 
to western Europe in 1955 from countries classified as 
rice producing, for example, was due largely to in- 
creased shipments of rubber and tin rather than rice 
Similarly, the fact that the rise in Indonesian exports 
in 1955 was much smaller than that recorded in Malaya 
is in part a result of differences in composition, reflect 
ing in turn differences in official policy towards the 
rubber industry: in Indonesia it has not been accorded 
a high priority in public or government-sponsored in- 
vestment programmes whereas in Malaya development 
plans are based very largely on the improvement and 
expansion of rubber production, In comparison with 
1954 levels of production, a 9 per cent increase in 
Malaya contrasts with a 1 per cent decrease in 
Indonesia. 


While development policy in the primary producing 
countries continued to stress economic diversification, 
the progress of such diversification tended to be ob- 
scured, in the short run, by fluctuations in the price or 
output of the major items. Even if the changes are 
small, a rise in the price of the leading export tends to 
submerge any increase that may have taken place in the 
export of minor items, in the same way as a fall in that 
price tends unduly to magnify their gain in relative im- 
portance. Hence, though there was an appreciable ex- 
pansion of such secondary exports as iron ore from 
Venezuela, cotton cloth from Egypt, hessian from 
Pakistan, and various manufactures from China: 
Taiwan, Mexico and Southern Rhodesia, its significance 
from the point of view of foreign exchange earnings 
was in most cases only marginal. 
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Nevertheless, many primary producing countries 
continued to provide special encouragement for minor 
exports during the period under review. This was 
usually done by way of tax privileges or more favourable 
rates of exchange than those accorded major exports 
—as in Argentina and other Latin American coun- 
tries, for example—or by means of exchange control 
incentives which gave exporters of specified products 
the right to use part of the proceeds for importing 
goods from an approved list—as in Pakistan and Tur- 
key. On the other hand, several countries—Brazil, 
Colombia and Nicaragua, for example—reversed their 
earlier policy of withholding privileges from tradi- 
tional agricultural export activities. Towards the end 
of the year, Argentina also narrowed the range of dif- 
ferential export rates, and Thailand, while retaining a 
system of export taxes, eliminated the preferential 
exchange rates previously accorded to minor exports. 


COMPOSITION OF IMPORTS 


One of the post-war characteristics of the import pat- 
tern of primary producing countries has been the ten- 
dency for capital goods to claim an increasing share of 
available foreign exchange. This continued during the 
period under review, especially in countries in which 
there was some acceleration of development programmes 
—India, Iraq and Pakistan, for example. In some 
countries it was reinforced by renewed balance of pay- 
ments difficulties, which prompted more stringent con- 
trols and hence in most cases a significantly larger cut 
in imports of consumer goods. Where payments pres- 
sure was particularly severe—in Argentina and Burma 
in 1955, for example—imports of capital goods were 
also restricted, fuel and raw materials receiving a prior 
claim on foreign exchange. Where import controls 
were made less discriminatory—as in the Belgian 
Congo and the Union of South Africa in 1954—the 
commodity composition was not noticeably affected, 
but where there was a general relaxation of controls, 
following an easing of the payments position—as in 
the case of Australia and New Zealand early in 1954 
and of Colombia in the second half of that year—there 
was a rise in imports of consumer goods. Even among 
countries that relaxed controls somewhat, however, 
lists of prohibited imports were often retained, some- 
times to conserve exchange for more “essential” goods, 
sometimes on the grounds that the items in question 
could be produced in adequate quantity and quality by 
local factories. In some instances, indeed, the limit 
to such relaxation was set less by the means of payment 
than by decisions to protect domestic industries, par- 
ticularly those that had grown up or expanded under 
the shelter of import control and were not yet able to 
compete with foreign goods. As a result, an increase in 
customs duties was sometimes associated with the eas- 
ing of quantitative controls—as in Australia, Peru and 
the Union of South Africa, for example. 


Table 82. Exports of Principal Categories of Manufactures from North America and 
Western Europe* to Selected Groups of Countries 


(Values in millions of dollars; indices, corresponding period of previous year=100) 


Machinery and Total, 
Chemicals transport equipment Other manufactures three categories 
Group? Index Index Index Index 
Value -_eeo Value —_—__— Value ———— Value —— 
1953 1954 1955¢ 1953 1954 1955° 1953 1954 1955° 1953 1954 —-1955° 
Rubber exporters .......... 0c cece cence eens 51 109 133 192 89 86 247 80 123 490 87 109 
Mineral exporters ......... 0. cece cee ceen cues 105 114 121 517 95 102 312 88 112 934 95 108 
Petroleum exporters .......... eee e eee eeeees 57 119 117 370 120 104 365 100 112 792 lll 108 
Cotton exporters ........... 0. eee eee ee eee 60 123 108 162 129 107 167 93 112 389 113 109 
Wool exporters ....... 0. cece eee e ee eee eee 156 145 119 1,084 108 116 946 129 110 2,186 120 114 
Coffee OXPOLTLETS occ e esac ccc ccc n err cceneces 114 151 77 565 113 84 336 121 67 1,015 120 77 
Tea CXporters ...... 0. cece cee e eee eeeees 716 119 114 278 112 122 162 102 132 517 110 124 
Sugar exporters ....... 0. cece cece e tees 73 96 103 177 101 128 332 94 107 582 97 113 
Rice exporters ........ 0. cece cece ee eee eens 13 118 89 59 74 108 56 82 99 128 82 101 
Total, twenty countries 706 126 108 3,404 107 106 2,922 108 106 7,033 109 107 
Source: United Nations, Commodity Trade Statistics, series D. exporters: Iran, Iraq, Venezuela; cotton exporters: Egypt, Pakistan; wool exporters: 
@ Austria, Belgium-Luxembourg, Denmark, France, western Germany, Greece, Ire- Argentina, Australia, New Zealand, Union of South Africa; coffee exporters: Brazil, 
land, Italy, Netherlands, Norway, Portugal, Sweden, Turkey, United Kingdom. Colombia ; tea exporter: India; sugar exporters: Cuba, Philippines; rice exporter: 
b Countries grouped according to principal export commodity: Rubber exporters: Thailand. 
Indonesia, Malaya; mineral exporters: Belgian Congo, Chile, Mexico; petroleum ¢ First nine months, 
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In food deficit countries highest priority in foreign 
' exchange budgeting is usually given to imports of food- 
stuffs. Hence, in countries which achieved a notably 
higher domestic output of food during the period under 
review—Egypt, India and Mexico, for example—a 


larger amount of foreign exchange could be applied to 


other purposes. In general, this resulted in an increase 
in the proportion of capital goods imported. The ob- 
verse of this occurred in some countries in which inter- 
nal inflationary forces were strong: here government 
policy encouraged imports of consumer goods—at least 
in the essential category—if necessary, by the provision 
of foreign exchange at favourable rates. 


Some of the above points are illustrated in table 82, 
which shows changes in the value of imports from 
North America and western Europe into some of the 
major primary producing countries of three significant 
categories of goods: chemicals, machinery and trans- 
port equipment (including motorcars) and other 
manufactures. Though only imports from the major 
industrial regions are covered, they represent a high 
proportion of the total in these three categories of 
goods. The countries are again roughly grouped in 
accordance with their principal export product, and 
hence in accordance with a major determinant of im- 
port capacity. The value of the imports analysed 
amounts to about a third of the total value of imports 
into primary producing countries during this period. 


On the average, the rate of imports of machinery and 
transport equipment in the first three quarters of 1955 
was about 6 per cent above that of the corresponding 
period in 1954 and about 13 per cent higher than in 
1953. There was a wide range of change, however, from 
decreases of over 25 per cent in Brazil, Indonesia and 
Pakistan to increases of over 35 per cent in Argentina, 
Cuba and Egypt. In a majority of the countries cov- 
ered, imports of machinery and transport equipment 
exceeded those of other manufactures in value, but this 
was not the case among some of the countries which 
had relaxed controls in 1954—Australia and New Zea- 
land, for example—or among some whose export earn- 
ings rose in 1955, such as the Belgian Congo, Indo- 
nesia, Iran and Malaya. 


Irrespective of the change in total imports, there was 
a tendency for imports of chemicals to increase, and to 
a greater degree than imports of manufactures, reflect- 
ing, perhaps, the fact that this category consists to a 
large extent of raw materials essential to industry and 
agriculture and hence accorded high priority in most 
import control systems. 


By and large, the only countries in which there was 
a substantial rise in the imports of other manufactured 
goods were those in which controls had been relaxed, 
as in Argentina, Australia, Brazil, Colombia, Iran and 
New Zealand in 1954, The trend was reversed in the 
case of the coffee exporters, Brazil and Colombia, in 
1955, in the wake of new import restrictions—direct in 


Brazil, indirect in Colombia. In most of the other coun- 
tries, imports of manufactured consumer goods were 
higher in the first three quarters of 1955—Pakistan 
and Thailand being the only other exceptions—but 
they were still below 1953 rates not only in Pakistan 
and Thailand, but also in Chile, Indonesia, Mexico, the 
Philippines and Venezuela. 


TERMS OF TRADE 


The unit value of exports from the industrial coun- 
tries as a group, after declining by 2 to 3 per cent be- 
tween 1953 and 1954, was practically constant during 
1955. Given the predominant pattern of trade, it fol- 
lows that changes in the terms of trade of primary 
producing countries induced by changes in import 
prices are likely to have been relatively small. Apart 
from the gain flowing from the reduction in export unit 
values of the industrial countries in 1954, those that 
increased their proportion of imports from Japan in 
1955—some countries in Africa, for example, in which 
Japanese cotton piece-goods tended to replace textiles 
from Europe—probably enjoyed a further, if slight, 
lowering of their import unit values. 


A few of the countries in the primary producing 


group—Argentina, Australia, India and the Union of 


South Africa for example—experienced a rise in im- 
port unit value by virtue of the relative magnitude of 
their imports of some of the materials whose prices 
rose most during the period under review—beverage 
crops in 1954 and metals and rubber in 1955. The 
widespread increase in freight rates in 1955 also tended 
to raise c.i.f. import prices, particularly in countries far 
from their principal sources of supply—Australia and 
New Zealand, for example. 


The principal determinant of the terms of trade of 
primary producing countries, however, remains the 
unit value of exports. For the group as a whole the out- 
standing feature of average unit value during the period 
1953 to 1955 was its stability—in marked contrast to 
the rapid rise and fall that had characterized the pre- 
ceding three-year period. However, as the earlier refer- 
ence to commodity prices and trade indicated, this 
relative stability of the average conceals considerable 
variation among the component groups of primary 
producing countries and even greater variation among 
the countries themselves. 


Between 1954 and 1955, for example, increases of 
over 10 per cent were experienced by several of the 
rubber or mineral exporting countries, such as Belgian 
Congo, Indonesia and Malaya; while decreases of over 
10 per cent were registered not only in coffee and cocoa 
exporting countries—El Salvador, Brazil and Colombia 
——but also in the wool exporters, Australia and the 
Union of South Africa. The extent to which these 
changes in unit values are reflected in the terms of 
trade is illustrated by the figures assembled in table 83, 
which, though only estimates in a number of cases, 
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indicate the influence of the predominant export com- 
modity on the terms of trade. With the exception of 
Ceylon, the exporters of beverage crops, whose terms 
of trade had improved most in 1954, all experienced a 
sharp setback in 1955. The wool, rice and copra ex- 
porting countries, which sustained the greatest deteri- 
oration in their terms of trade in 1954, were for the 
most part unable to recover any of the lost ground in 
1955. It was the rubber exporting countries that en- 
joyed the greatest improvement in their terms of trade 
in 1955, though the mineral exporters also registered 
gains. 


Differences in the movements of export unit values 
were apparent not only among countries in which the 
composition of exports was dissimilar but also, in a 
number of instances, among countries exporting much 
the same type of commodity. Some of these divergences 
may be ascribed to differences in markets—as in the 
case of the mineral output of the Belgian Congo, Chile 
and Rhodesia, for example. Others are due to differ- 
ences in the basic export product; in the case of wool, 
fine merino declined in price more than coarser cross- 
bred types, with consequential differences in impact on 
the exports of Australia and the Union of South Africa 
on the one hand, and Argentina, New Zealand and 
Uruguay on the other. There were also divergences be- 
tween the price trends of mild and hard coffee, which 
tended to make the decline in export unit values in 
1955 somewhat less severe in countries producing the 
former, such as Colombia, than in countries producing 
the latter, such as Brazil’. Appreciable differences were 
also to be found among sugar exporters. Marketing 
agreements of the United Kingdom with Common- 
wealth sugar producers (such as Jamaica and Mau- 
ritius), and of the United States with Cuba and the 
Philippines, helped to cushion the exporting countries 
against a decline in price that was felt much more 
severely by producers such as China:Taiwan, whose 
sugar exports were all sold on the free market. During 
the period under review, about two-thirds of Cuban 
sugar exports went to the United States at an average 
price just over 50 per cent higher than that realized on 
sales to other countries. 


While many trade agreements and institutionalized 
marketing arrangements tended to insulate the partici- 
.pating countries from price changes taking place on the 
world market, not all of them remained unaffected by 
these changes. Ceylon shipped a large proportion of its 
rubber output to the more profitable markets of west- 
ern Europe in 1955, and the rubber-rice exchange 


1 The deterioration in Brazil’s terms of trade in 1955, com- 
pared with the extremely favourable level of 1954, prompted 
some discussion of an international stabilization scheme. Since 
a large number of countries are involved—African as well as 
Latin American, importing as well as exporting—and since the 
incidence of the price decline in 1955 was by no means uni- 
form, these discussions have not passed beyond the exploratory 


Table 83. Changes in Terms of Trade, Selected 
Groups, by Country 
(Corresponding period of preceding year=100) 


Group and country 1954 1955 


Rubber exporters: 


Indonesia ...... 2... c eee ee eee 105 1148 

Malaya. 2.220% aet s Yee gaduead does 104 127 
Mineral exporters: 

CYPruis:. iawiis 85 cedvine ete ss eae 108 104 

Belgian Congo .........+-.++--- 107 11 

Chile cc fee eens a eras 91 113 
Cotton exporters: 

Higy pt se orc Gin hein se sreten ces ave 116 

Sudanes 256i G ae eae welts 112 

Pakistan’ s.oc08dexwieadeees ads 108 91 

POP ce oe fase ected ira Setar eens 103 101 
VW ool exporters: 

New Zealand ............00eeeee 105 102» 

Union of South Africa .......... 92 ies 

Australia 2.0.0... cece eee e ees 92 84° 
Coffee exporters: 

El] Salvador ........0sseeeeeeees 136 77 

Brazil: iio cfvdcieig e's eee a see ees 130 744 

Colombia ..........0 eee eee eee 126 86 
Cocoa exporters: 

Gold Coast .....:......eeee eens 147 958 

Nigeria 22... . cece eee eee eens 116 93P.° 
Tea exporters: 

Ceylony sis cic cena ones $0488 127 108 

Tia. Sicsa gosend deaaan ciaenwd 108 95° 
Sugar exporters: 

Cubaiisd eeachacie Cisndaaicietin gs 95 obs 

Philippines .............0000005 91 97 
Rice exporter: 

Burma... oc0ies oiabley coats i 5 83 git 


Source: United Nations, Monthly Bulletin of Statistics; Inter- 
national Monetary Fund, International Financial Statistics; 
United Nations Economic Commission for Latin America, Eco- 
nomic Bulletin, vol. 1 (Santiago), 1956. Belgian Congo: General 
Secretariat, Bulletin mensuel des statistiques générales du 
Congo belge et du Ruanda-Urundi (Leopoldville); Central 
Bank of Chile, Boletin Mensual (Santiago); Gold Coast: 
Office of the Government Statistician, Digest of Statistics 
(Accra) ; Nigeria: Department of Statistics, Digest of Statistics 
(Lagos). 

2 Estimate based on data for eleven months. 

b First three quarters, 

¢Import unit value in the second half of 1955 presumed to 
be unchanged from first half. 

4 First eight months. 

e Full year, 1954 = 100. 

f First ten months. 


agreement with mainland China was re-negotiated in 
the light of divergent price trends in these two com- 
modities. In much the same way, Chile diverted part of 
the output of its copper mines io Europe at the time 
when the price of copper there was substantially higher 
than in the United States, and subsequenily, in April 
1956, arranged to base the price of Chilean copper on 
quotations ruling on the London Metal Exchange. 


Table 84. Balance of Payments, Selected Groups of Countries 


(Millions of dollars) 
Exporters of 
Item and year 
Rubber® Minerals» Petroleum’ Cotton Wool® Coffeet Cocoa® Tea Sugar! Ricel 

Merchandise trade balance :* 

W958 tee tease areleg OeRw ae gabe wate aaiers 75 —60 —88! 1,339 601 159 —143 —l 7 

VD secs sprees er ouhvgse aut osbud shee enters vatern Heche dad ha GAS 147 191 —78! 258 250 274 —78 —141 —18 
Investment income :™ 

LOGS: aSvnss.3 eoshensun shacesy dale Sila leuel ose cte ease Vie 'e-ee ‘ —67 —2712 —565 —62° —294 —235 ihe —19 —91 —3 

VOD 4 oie eben ye eG ed ore de raceue Bia colbyare sasé vOrarabele —82 —1952 —696 —72 —316 —192 ae —19 —92 —l 
Other services: 

1953) tieceecsie aes tees Mewes eae dae ewes —1814 31" —67° —1605 —413t —350 —70 220 171 —50 

ODA ndaire tases slower based Gove bi eoaiee eer —1314 —4 —107°¢ —1698 —409¢ —356 —64 154 145 —63 
Current account balance: 

D958 1:32 vietani-eid genmrnarere-wicla tbe Sete Mielelae Cae a Sie —173 —300 —310 632 16 89 58 79 —46 

ODA shrek Marcie astibi Sie Reatard aketeateie viel agora Mere bred —66 —8 —319 —467 —298 210 57 —88 —82 
Private capital and official long-term capital :*.¥ 

DOGS acs, tevas sialic die s-lecose a ats co drone taia are et aciatele a wate ee 41” 188* 313 165 21 17 32 55 4 

OGG eesti Rieteta lotta uaelt tnde cts Myerel ecg AS ove 4 Wet —43” 21* 232 174° 205 36 1 66 —322 
Official short-term capital and monetary gold :* 

1068 ak tia-e taicroaaomeee a cave eta eae de heared 131 49 —140 —107 —762 77 —106 —82 —AT 39 

DOGS Si ssetee teow. coors elena tok ya oe Vays, aon cases Sons Sinead 109 30 —54 81 101 60 —246 —72 103 101 
Net errors and omissions :* 

1953 ei ee Sitio walerdia ta denis ues ale gb be ea oe e 1 63 —62 104 —35 —114 areds —8 —87 ll 

LOG 4 cg she ae taare nares Seale we tors aioe edits - —43 —75 6 192 33 Ses 14 —81 13 


Source: International Monetary Fund, Balance of Payments Yearbook, vol. 6 
(Washington, D.C.), and International Financial Statistics. A minus sign indicates 
a debit. Exports and imports are valued f.0.b., except in the case of Argentina, Burma, 
Ceylon, Chile, China:Taiwan, Colombia, Egypt, El Salvador, Haiti, India, Indonesia, 
Tran, Iraq, Mexico, Netherlands Antilles, Sudan, Surinam, Thailand and Uruguay, 
whose imports are c.i. For countries whose imports are valued f.0.b., the freight and 
insurance payments are included in “Other services”. 

4 Indonesia, Liberia and certain United Kingdom dependent territories (Brunei, 
Christmas Island, Cocos-Keeling Islands, Federation of Malaya, North Borneo, Sara- 
wak and Singapore). 

b Belgian Congo, Bolivia, Chile, Mexico, Federation of Rhodesia and Nyasaland 
and Surinam. 

© Tran, fraq, Netherlands Antilles and Venezuela; for Iran, years beginning 21 March. 
In the case of the Netherlands Antilles, gross transactions of foreign-owned oil and 
mining companies are not included; however, net receipts from these transactions 
are included under “Other services”. 


«Including non-monetary gold movements. Because of timing and other adjustments 
these figures do not necessarily agree with balances given elsewhere. 

Yas in the case of Pakistan cover private imports only, part f.o.b, and part 
cd. 

m United Kingdom dependent territories’ investment income is included with 
“Other services”. 

2 For Mexico, in 1954 excluding direct investment income payments, which amounted 
to $83 million in 1953. 

° Excluding investment income for the Sudan. 

P Including transportation and insurance, and private and official donations. 

4 For Liberia, excluding official donations. 

tr For Surinam, private donations are included under “Private capital and official 
long-term capital”. 

® For Egypt, excluding donations; for Pakistan, including government imports. 

t For Argentina, excluding donations. 
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4 Egypt, Pakistan, Paraguay, Peru, Sudan, Turkey and United Kingdom dependent 
territories in East Africa (Aden and Perim, Kenya, Somaliland Protectorate, Tangan- 
yika, Uganda, Zanzibar and Pemba); in the case of Pakistan, excluding transactions 
with Afghanistan. 

e Argentina, Australia, New Zealand, Union of South Africa and Uruguay. 

t Brazil, Colombia, Costa Rica, Ecuador, El Salvador, Ethiopia, Guatemala, Haiti 
and Nicaragua; in the case of Haiti, years ending 30 September. 

& United Kingdom dependent territories in West Africa (Cameroons under British 
administration, Gambia, Gold Coast, Nigeria, Sierra Leone and Togoland under British 
administration) . 

h Ceylon and India. 

iChina:Taiwan, Cuba, Dominican Republic, Philippines and United Kingdom 
dependent territories in the West Indies (Bahamas, Barbados, Bermuda, British 
Guiana, British Honduras, Cayman Islands, Jamaica, Leeward and Windward Islands, 
Trinidad and Tobago, and Turks and Caicos Islands). 

j Burma and Thailand. 


Including private long-term and short-term capital, and official and banking 
long-term capital. A debit indicates a net outflow of capital, that is, an increase of 
assets abroad or a reduction of liabilities, and a credit indicates the opposite. 

Vv For United Kingdom dependent territories net errors and omissions are included 
under “Private capital and official long-term capital”. 

w For Liberia, in 1953 excluding private capital, which amounted to $10 million 
in 1954. 

xFor Mexico, in 1954 excluding movements of direct investment capital, which 
amounted to $41 million in 1953. 

¥In the case of Australia, excluding private capital; for the Union of South Africa, 
in 1954 excluding private capital, which amounted to $78 million in 1953. 

%¥or Thailand, excluding private capital. 

22 Including official and banking short-term capital and monetary gold. A debit 
indicates an increase of assets, including monetary gold holdings, or a reduction of 
liabilities, and a credit indicates the opposite. For the United Kingdom dependent 
territories, sterling assets only. 


Table 85. Exports, Imports and Trade Balances, Selected Groups of Countries 
(Millions of dollars) 


Ratio of change in trade 
balance to value 


Exports f.o.b. Imports c.i.f. Trade balance of trade® 
oer 1953 1954 1955» 1953 1954 1955 1953 1954 1955 1954 1955 
(Percentage) 

Rubber exporters ........... 0c cece cece ee 2,109 2,151 2,604 2,034 1,868 2,078 15 283 526 10 12 
Mineral exporters ........... 000 cc seen eee 1,917 1,873 2,176 2,040 1,999 2,098 —123 —126 78 - 11 
Petroleum exporters ........... 00. cece eee 2,652 3,063 3,407 2,138 2,401 2,446 514 662 961 6 il 
Cotton exporters ...... 6. cece eee eee eee 1,973 1,892 2,045 2,323 2,208 2,406 —3850 —316 —361 2 —2 
Wool exporters ....... 0... eee e eee eee ee 4,994, 4,665 4,715 4,465 5,219 5,782 529 —554 —1,067 —23 —10 
Coffee exporters 6.0.0... cece ccc eee eee 2,648 2,808 2,610 2,513 2,859 2,943 135 —51 67, —7 4 
Cocoa exporters ........ dest yete apopendMe agate 607 744 663 941 557 662 66 187 1 21 —29 
Pea OXPporters: osetia deans s 6 oasis ee wet ee 1,445 1,562 1,678 1,535 1,590 1,668 —90 —28 10 4 2 
Sugar exporters 6... .. cece eee cece eee eee 1,600 1,461 1,566 1,660 1,702 1,845 —60 —241 —279 —Ill —2 
Rice exporters «0.0... ccc cece cece ee eee eens 561 532 560 514 516 514 47 16 46 —6 6 


Source: International Monetary Fund, International Financial Statistics. 


4 The composition of the groups is the same as in table 84. 


> Preliminary: estimates based on less than twelve months’ returns in some cases. 


¢ Ratio of change in trade balance to average of exports and imports in preceding year. 
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Part II. Current economic developments 


Changes in External Balance 


In most cases, the movements in the trade balance of 
ptimary producing countries that took place between 
1953 and 1954 tended to continue in the same direc- 
tion during 1955. Most of the groups that achieved a 
larger surplus (or smaller deficit) on their balance of 
trade in 1954—rubber, mineral, petroleum and tea ex- 
porters—registered ‘a more active (or less passive) bal- 
ance in 1955, while among the groups whose balance 
of trade deteriorated in 1954, the sugar and wool ex- 
porters recorded increased deficits in 1955. The excep- 
tions to the tendency were the cotton and cocoa exporting 
groups, whose merchandise balance improved in 1954 
because of a cut in imports in the former and an expan- 
sion of exports in the latter but deteriorated in 1955 
when these trends were reversed; and the coffee and 
rice exporters, whose merchandise balance worsened in 
1954 as a result of a rise in imports in the former and 
a fall in exports in the latter but improved in 1955 
when these trends were also reversed. It was thus only 
the coffee exporting groups whose external balance did 
not move in conformity with price trends in foreign 
markets, and the explanation for this lies largely in the 
failure of Brazilian exports to expand—as imports had 
dcne—during the coffee boom. 


THE COURSE OF TRADE AND PAYMENTS: 
THE QUANTITATIVE BACKGROUND 


Four of the groups of countries listed in table 84 had 
improved. their current account balance in 1954; those 
exporting rubber, minerals, petroleum and cocoa. The 
marked reduction in the current account deficit of the 
rubber exporting group in 1954 reflected a more fa- 
vourable trade balance, brought about chiefly by a 
decline in imports, especially into Indonesia, where 
stringent quantitative restrictions had been imposed in 
May. In 1955 there was a further improvement in mer- 
chandise accounts, due largely to a 21 per cent expan- 
sion of exports (see table 85)—29 per cent in the 
Malayan area and 9 per cent in Indonesia. Continued 
restrictions on imports—higher surcharges reinforcing 
quantitative control in the second half of the year— 
helped to enlarge Indonesia’s active balance to about 
$330 million and its official reserves by 24 per cent, as 
well as to reduce payment agreement liabilities by $16 
million. 


The improvement in the current account of the min- 
eral exporting group in 1954-—in contrast to that in 
the rubber group—had been the result of greater ex- 
ports.’ The net inflow of long-term capital and private 
short-term capital, though higher in the Belgian Congo, 


2 Adjustments made for valuation and timing for payments 
purposes account for the differences in trade balance between 
table 84 and table 85. These adjustments—details of which are 
given in the source—affect every group of countries, but only 
in the mineral group are they of such dimensions as to reverse 
the trend shown in the customs returns of exports and imports. 


had been significantly lower in most of the other coun- 
tries in the group, and in Chile there had been some 
disinvestment. Notwithstanding the improvement, the 
current account had remained in deficit and there had 
been a sizable reduction in official foreign exchange 
holdings (see table 86)*—at least for the Latin Amer- 
ican members of the group. Under the influence of a 
firm market and rising metal prices, exports expanded 
by about 16 per cent in 1955 and as imports were only 
5 per cent higher there was a considerable improve- 
ment in the group’s merchandise balance. Bolivia was 
the only significant exception to the trend: imports rose 
markedly while exports were stable and, despite grants 
from the United States and loans from Europe, the pay- 
ments position deteriorated sharply.* Though it is not 
yet possible to measure it, there was substantial net in- 
flow of capital into the other countries of the mineral 
exporting group, accompanied by a notable recovery 
in exchange reserves. In Chile and Mexico, for exam- 
ple, official holdings of gold and foreign exchange more 
than doubled in the course of 1955. 


In 1954 the petroleum exporting group had in- 
creased its current account surplus, with both exports 
and imports at a higher level. Compared with 1953, 
however, there had been a much smaller net inflow of 
capital—especially into Venezuela, where the large- 
scale post-war development programme of the oil com- 
panies had been completed—and hence a reduction in 
the rate of expansion of foreign assets. Between 1954 
and 1955 exports expanded at about the same rate as 
during the previous period, and since imports were 
only slightly higher, the active trade balance rose by 
about one-half and there was a sizable (15 per cent) 
increase in foreign exchange reserves. Following sev- 
eral years of trade deficits, increased petroleum exports 
from Iran brought that country’s merchandise ac- 
counts into better balance in 1955 even though imports 
were also substantially higher. Official holdings of gold 
and foreign exchange remained fairly constant during 
the year at an appreciably higher level than in 1954, 
In Iraq a slightly smaller export balance in 1955 was 
the result of a more rapid rise in imports; the current 
account surplus permitted repayment of the outstand- 
ing portion ($6.3 million) of a 1950 loan from the 
International Bank for Reconstruction and Develop- 
ment as well as an increase both in foreign investments 
by the Government and central bank and in official 
exchange holdings. 


3 The thirty-one countries covered by table 86 account for 
about 80 per cent of the exports included in tables 84 and 85, 
which have a coverage of seventy countries and dependencies. 

4The exchange rate of the boliviano, officially 190 to the 
dollar, moved on the free market from 720 at the end of 1953 
to 4,260 at the end of 1955 (and 5,730 in March 1956) and 
there was a serious depletion of official reserves, which had 
its counterpart in a flight of capital and an increase in private 
holdings in United States banks. 
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Table 86. Estimated Gross Holdings of Gold and Foreign Exchange of Official 
Institutions,* Selected Groups of Countries 


(Millions of dollars at end of month indicated) 


Holdings Official reserves 

in mid-1954 as 

Group December June December June December @ percentage of 

1953 1954 1954 1955 1955> imports in 1954 
Rubber exporter® ............... 212 157 248 257 307 25 
Mineral exporters* .............. 308 160 252 358 520 13 
Petroleum exporters® ............ 844 910 894 1,025 1,029 65 
Cotton exporterst ............... 1,324 1,367 1,382 1,353 1,312 719 
Wool exporters? ................ 2,162 2,218 1,966 1,710 1,503 52 
Coffee exporterst ............... 950 905 887 809 783 33 
Tea exporters! ................. 1,879 1,960 1,951 1,939 1,995 124 
Sugar exporters) ................ 749 813 697 734 683 70 
Rice exporters® ................ 513 447 397 407 389 87 
Total, thirty-one countries 8,941 8,937 8,674 8,592 8,521 59 


Source: International Monetary Fund, Inter- 
national Financial Statistics. 


4 Unless otherwise stated, the figures relate to 
gross holdings of gold and foreign exchange of 
the treasury, central bank, exchange stabilization 
funds, and other official institutions. 


Foreign exchange ordinarily includes foreign 
currencies, bank deposits abroad, payment and 
clearing agreement balances, and short-term bills 
and securities (generally those with an original 
maturity of one year or less). It does not include 
subscriptions to the International Monetary Fund, 
undrawn portions of foreign loans, and similar 
rights to incur foreign debts. Payments agree- 
ment balances are important in some countries, 
such as Brazil, Chile, Indonesia and Turkey. In 
certain cases, the official foreign exchange hold- 
ings include some long-term securities, notably 
sterling securities held by Egypt and countries in 
the sterling area. 


b End of December for twenty-seven countries, 
but January 1956 for Bolivia, November 1955 for 
Uruguay and' Venezuela, and September 1955 for 
Syria. 


The only other group to improve its current account 
in 1954 had been that exporting cocoa. Its greater cur- 
rent surplus had been entirely the result of higher ex- 
port earnings, reflecting in turn higher cocoa prices. 
There had also been a greater inflow of capital into the 
area, and in the course of the year its sterling assets 
rose by no less than £88 million ($246 million) reach- 
ing a figure equivalent to thirty months’ imports at the 
1954 rate. With the downswing in cocoa prices, 1955 
brought a reversal of the position: while imports con- 
tinued to rise, the value of exports was one-ninth lower. 


Despite the high prices received for coffee in 1954, 
especially in the first half of the year, there had been a 
marked deterioration in both trade and current account 
balances of the coffee exporting group, owing to the 
fact that imports rose substantially more than exports. 
Whereas the group’s current account had been slightly 
in surplus in 1953, the deficit in 1954 had amounted to 
$298 million, of which Brazil alone accounted for $235 
million. There had been a considerable increase in for- 
eign indebtedness, as well as a 7 per cent reduction in 
official exchange holdings. These group aggregates, 


¢ Indonesia; payment agreement liabilities (not 
deducted above), mainly to Japan and the Nether- 
lands, amounted to $96 million at the end of 1953; 
$140 million at the end of June 1954; $152 million 
at the end of December 1954; $150 million at the 
end of June 1955; and $136 million at the end of 
December 1955. 

4 Bolivia, Chile, Mexico; for Chile, excluding 
Amortization Fund and including net balance on 
payment agreements with Brazil, Ecuador and 
western Germany. 

¢ Tran, Iraq, Venezuela. 

fEgypt, Pakistan, Paraguay, Peru, Syria and 
Turkey; for Pakistan, State Bank Issue Depart- 
ment holdings only. 

& Australia, New Zealand, Union of South 
Africa, Uruguay; for Australia, including holdings 
of banks, net of foreign exchange liabilities, which 
relate mainly to Australian import bills accepted 
in London; for Uruguay, including foreign ex- 
change holdings reported on a net basis. 

h Brazil, Colombia, Costa Rica, Ecuador, El 
Salvador, Guatemala, Nicaragua. 

i Ceylon and India. 

i Cuba, Dominican Republic, Philippines. 

k Burma and Thailand. 


however, conceal a marked divergence between the 
movements in Brazil and Colombia. In the former, 
official reserves had declined by as much as 20 per cent, 
while in Colombia, where there had been an appreci- 
able inflow of capital during the year, official reserves 
had risen by 35 per cent.® 


In 1955 there were several reversals of 1954 trends. 
The group as a whole improved its merchandise bal- 
ance, for, though exports were about 7 per cent. lower, 
imports were reduced by 11 per cent. The reduction in 
imports, however, was concentrated very largely on 
Brazil, which, by means of a 20 per cent cut, offset a 
decline in exports and achieved a sizable active balance. 
In Colombia, by contrast, imports remained at the 1954 
rate and in view of an 11 per cent drop in exports there 
was a further worsening of the trade balance and a 
considerable drawing down of official reserves, accom- 
panied by a rise in private balances in the United 


: 5 In so far as can be judged from changes in private holdings 
in United States banks, these movements were associated with 
some flight of capital from Brazil and some repatriation into 


Colombia. 
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States. In the aggregate, the merchandise account of the 
remaining members of the coffee exporting group also 
deteriorated, though as a result of developments in 
Guatemala their combined official holdings of gold and 
foreign exchange increased somewhat in the course of 
the year. 


The tea exporting group occupies a position between 
the cocoa group and the coffee group; despite the rise 
in export unit values in 1954 the current account had 
remained with approximately the same surplus as in the 
previous year. The aggregate increase in exports in 
1954. had been larger than the increase in imports 
mainly because imports into Ceylon had been appreci- 
ably lower than in 1953; the improvement in the 
group’s merchandise balance, however, had been offset 
by a decline in other current receipts, notably net 
donations received by India. Despite a decline in net 
movements of private capital and official long-term 
capital into Ceylon, foreign exchange reserves—official 
and in the hands of commercial banks—had increased 
by no less than 47 per cent. There had also been an 
increase (of about 3 per cent) in Indian reserves. The 
trade balance of the group improved further in 1955, 
exports rising by 7 per cent and imports by 5 per cent, 
a surplus in Ceylon more than compensating for a 
deficit in India. As a result, total foreign exchange 
holdings rose again—by 27 per cent in Ceylon and by 
I per cent in India, 


Like the coffee exporters, the sugar exporting group 
had experienced a considerable deterioration of its cur- 
rent account in 1954. In the aggregate, this was largely 
the result of an expansion of imports while exports 
declined, but it had been accentuated by a net reduc- 
tion in other current receipts, chiefly of the Philippines 
and China:Taiwan, where increased donations had 
been more than offset by an expansion of other current 
debits. Though there was probably a slight increase in 
net receipts of long-term and private short-term capital, 
exchange reserves had declined; in this respect, how- 
ever, there was a divergence between Cuba and the 
Philippines on the one hand—where total reserves had 
been reduced by about 7 per cent—and the Dominican 
Republic and the British West Indies on the other. 
Here, exports had been somewhat higher in 1954 and 
reserves—sterling balances in the case of the depen- 
dencies—increased during the year. Though exports of 
the sugar group rose by about 7 per cent between 1954 
and 1955, imports rose slightly more and there was a 
further worsening of the merchandise balance. Again 
there were divergences, however, for in China: Taiwan, 
where imports were reduced slightly in 1955, and in 
Cuba there was an improvement on merchandise ac- 
count. Largely as a result of this, exchange reserves 
recovered in Cuba to the 1953 level, equivalent to about 
twelve months’ imports at 1955 rates, while they con- 
tinued to fall in the Philippines, amounting to the 
equivalent of about four months’ imports at the end of 
the year. A deterioration of the trade balance in the 
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Dominican Republic—caused mainly by expanding im- 
ports—was reflected in a decline in the foreign ex- 
change holdings of the commercial banks, also to the 
1953 level. 


The increase in the current account deficit of the rice 
exporting group in 1954 reflected a decline in exports 
from Thailand, combined with a rise in imports into 
Burma. As this was accompanied by a somewhat larger 
net outflow on account of private capital and official 
long-term capital, there was a substantial (23 per cent) 
reduction in the group’s official holdings of gold and 
foreign exchange. Expansion in 1955 raised exports to 
above the 1953 level in Thailand but they fell short of 
that level in Burma. Since imports into Thailand were 
only moderately higher, there was a substantial im- 
provement in its trade balance, and official exchange 
reserves, though lower than at the end of 1953, rose by 
about 9 per cent during the year. In Burma, on the 
other hand, though imports were held down to the 1953 
rate, foreign exchange holdings continued to decline, 
at least until October 1955. 


Though the terms of trade of the cotton exporting 
group of countries had improved in 1954, its merchan- 
dise balance had remained passive at a somewhat lower 
level of trade. Another large trade deficit was recorded 
by the group in 1955, imports having expanded slightly 
more than exports. In comparison with 1954, the larg- 
est gain in trade balance was that of Pakistan, contrib- 
uted to a more or less equally by a rise in exports and a 
fall in imports. The Sudan also registered a sizable 
gain, for which increased exports alone were responsi- 
ble. A small gain in Paraguay, on the other hand, re- 
flected chiefly a reduction in imports. All the cotton 
exporting countries whose merchandise balance deteri- 
orated in 1955 had higher import bills, and the largest 
increase in trade deficit in this group—about $92 mil- 
lion, in the case of Egypt—was entirely the result of an 
expansion of imports. The deterioration that occurred 
in the trade balance of Turkey (about $42 million) was 
due almost as much to an increase in imports as to a 
reduction in exports, while in the case of Peru, a 20 per 
cent rise in imports exceeded a 10 per cent rise in 
exports. 


The foreign exchange reserves of the cotton export- 
ing group (table 86) were 5 per cent lower at the end 
of 1955 than at the end of 1954, the reduction of hold- 
ings in Egypt and Syria and to a less extent Peru being 
somewhat greater than the expansion of holdings in 
Pakistan and, on a smaller scale, Paraguay and Turkey. 
This expansion in the case of Turkey, whose trade 
deficit continued a grow, was accompanied by mount- 
ing commercial indebtedness. 


By far the greatest deterioration in 1954 had been 
that experienced by the wool exporting group. The 
main reason for this was the combination of declining 
exports (except in New Zealand and the Union of South 
Africa) and expanding imports, but since other current 


Chapter 5. Recent trends in primary producing countries 173 


payments—particularly to foreign investors—had also 
risen, there had been an even sharper shift in current 
balance: for the five countries included in the group 
the change from surplus to deficit had involved $1.1 
billion. Hence, despite a greater inflow of long-term 
capital, aggregate exchange reserves, which had been 
built up significantly in 1953, had been drawn down 
sharply in 1954, only the Union of South Africa run- 
ning counter to the trend. The further deterioration in 
the trade balance that occurred in 1955 was shared by 
all five members. It was largest in the case of Argentina, 
which was the only country in the group to have 
achieved an active balance in 1954; in the other four 
countries the deterioration was less in 1955 than it had 
been in 1954, though it was again very substantial in 
Australia and New Zealand. Only in Uruguay did the 
deficit increase in spite of a reduction in imports; in 
the other four, expansion of imports was the principal 
factor in the deterioration. In the Union of South 
Africa, where an improvement had been expected, a 
decline in the rate of capital inflow added to the effect 
of lower prices for wool, maize and other export prod- 
ucts. In the course of the year, there was a marked 
decline in official foreign exchange holdings in all five 
countries, 


PROBLEMS AND POLICIES 


Official policies affecting the external balance of pri- 
mary producing countries in this period were as diverse 
as the course of foreign trade and payments. There was 
no broad trend towards a more liberal commercial 
policy such as was discernible among the industrial 
countries: changes in the laws governing trade and 
exchange and in the administration of such laws were 
generally of an empirical nature based chiefly on 
changes that had occurred or were expected to occur 
in export earnings. Protection of the balance of pay- 
ments by control over external transactions continued 
in almost all primary producing countries outside the 
dollar area; relaxation or intensification of controls 
tended to follow the course of trade, often on the basis 
of immediate expediency. 


One of the consequences of this was reflected in the 
amplitude of swings in the merchandise balance. Ad- 
justments in policy rarely have an immediate effect on 
the course of trade; and, as such adjustments are 
usually made only after the trend they are designed to 
influence has been in operation for a measurable span, 
there tends to be a considerable lag between a trade 
policy decision and its results in terms of changes in 
the volume or nature of imports or exports. Thus, the 
payments difficulties of Argentina and Australia in 
1955, for example, were largely the result of import 
liberalizing measures adopted in 1953, a year of cur- 
rent account surplus. Though steps restricting imports 
again were taken in Australia in 1954, the rising trend 
continued throughout 1955. Similarly, relaxation of 


controls in Colombia in the wake of the coffee boom in 
1954, resulted in a considerable trade deficit in 1955, 
in spite of subsequent restrictive measures. 


The extent of the lag and its significance for the bal- 
ance of payments vary with such factors as the insti- 
tutional organization of the foreign trade sector, the 
effective distance between the country in question and 
its trading partners, the relative magnitude of its ex- 
change reserves, and its vulnerability to sudden 
changes in oversea markets. Much depends on the re- 
action of traders to government measures, and since 
this reaction tends to be based largely on experience in 
the post-war period it is itself often destabilizing. 
Thus, when exporters’ response to a deteriorating pay- 
ments position is to hold back supplies and the collec- 
tion of outstanding claims in expectation of a more 
favourable exchange rate following partial or general 
devaluation, the consequence is an aggravation of the 
imbalance of trade, as in the case in Uruguay in 1955. 
Similarly, when importers’ reaction to liberalizing 
measures is based on fear of reimposition of more 
stringent controls, the resultant tendency to excessive 
importation (and perhaps the earlier payment of im- 
port bills) makes for larger deficits and in effect helps 
to precipitate a payments crisis and renewed import 
restriction. This process was reflected in the large in- 
ventory changes that have characterized the investment 
process in such countries as Australia and the Union 
of South Africa in recent years. 


Commodity markets are themselves so changeable 
and the factors affecting production and export so 
numerous that it is extremely difficult to anticipate 
changes in the course of trade by appropriate and 
effective measures, Even prompt changes in policy may 
not prevent violent fluctuations in the trade balance. 
The deterioration in Brazil’s balance in 1954, for ex- 
ample, resulted in part from a relaxation of import 
controls in anticipation of higher export earnings, 
which did not materialize to the extent expected. 


The possibility of fluctuations of this nature and 
magnitude in the export earnings and the trade bal- 
ance of primary producing countries throws emphasis 
on the adequacy of foreign exchange reserves. In this 
respect the situation varies widely, but few countries 
have reserves large enough to allow them to sustain the 
range of movement that occurred, for example, in the 
cocoa producing group during the period under re- 
view. The rise in imports that this group experienced 
in 1954—induced in part by higher cocoa earnings— 
continued in 1955 when the price of cocoa was falling 
rapidly to very low levels, drawing export proceeds 
down; as a result, an improvement of the trade 
balance in 1954, amounting to 21 per cent of the aver- 
age value of trade, was followed by a deterioration 
amounting to nearly 29 per cent of the average value 
of trade. 
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Though the apparatus of import and exchange con- 
trol remained in operation in most of the primary pro- 
ducing countries, there were a number of instances in 
which it was modified to meet changing conditions, 
either internal or external. In Indonesia, for example, 
quantitative controls and multiple exchange rates were 
replaced late in 1955 by a freer system, imports being 
made subject to graduated surcharges. In Thailand, 
where the Government had given up its monopoly of 
the rice trade in 1954 after the collapse of prices, and 
had offered more favourable exchange rates in order 
to stimulate private exports, the multiple rate system 
was replaced in the third quarter of 1955 by one em- 
bodying a single rate plus a series of export taxes. In 
Peru where the sol had depreciated by about 27 per 
cent in 1953, a stabilization fund was established with 
the assistance of the International Monetary Fund and 
the United States early in 1954; the arrangement was 
renewed in 1955 and 1956 and though imports (with 
the exception of motorcars) were for the most part 
freed from control, the value of the sol was well main- 
tained. In Egypt, an “import entitlement” scheme which, 
while intended as an incentive to exporters, had the 
effect of creating multiple rates, was replaced in Sep- 
tember 1955 (after an additional release of sterling 
balances had been arranged) by a general 7 per cent 
tax on imports. In New Zealand, a major step towards 
freer trade was taken at the beginning of 1955 with 
the abandonment of the system of exchange allocation 
which had originated in the 1952 payments crisis. In 
some countries, the relative significance of quantita- 
tive controls was appreciably reduced by a general 
currency devaluation—as in Pakistan in August 1955, 
in Argentina in October 1955 and in Paraguay in 
March 1956. 


Following the achievement of a more satisfactory 
external balance in the second half of 1953 or the first 
half of 1954, a number of countries, without altering 
the nature of their control system, granted importers 
somewhat larger allocations of foreign exchange. This 
action tended to result in higher imports, not only 
immediately but also in 1955. Where there was no 
comparable rise in exports, deterioration of the exter- 
nal balance resulted. In most cases this was met by 
more stringent quantitative controls, but general or 
selective devaluation and various taxes on imports 
were also among the measures adopted to improve the 
balance. Colombia, for example, began imposing sur- 
charges on “luxury” imports in the last quarter of 
1954, and a stamp tax—graduated according to de- 
grees of “essentiality”—early in 1955, and in October 
actually removed capital goods from the list of im- 
ports entitled to privileged rates of exchange; imports 
in 1955, however, though declining during the first 


three quarters of the year, were at the record 1954 
level for the full year, about 23 per cent above the 
1953 level. Burma began restricting private imports in 
March 1955 and, by curtailing government develop- 
ment expenditures as well, succeeded in reducing the 
year’s outlay of foreign exchange to the 1953 level. 


By contrast, Egypt, half of whose trade was con- 
ducted under payments agreements, allowed imports 
to rise in 1955 from the low level of the previous year 
and continued to seek restoration of a higher level of 
exports through bilateral arrangements and by such 
means as the institution of a system of insurance to 
help finance private exporters engaged in selling sur- 
plus cotton and rice. 


In the face of falling exports in 1954 and 1955, 
Uruguay cut back imports by about a fifth in 1955 
and introduced more favourable exchange rates for 
exports, first for wool and then for dry hides, Aus- 
tralia began reducing import allocations as early as 
October 1954 and tightened quantitative controls 
again in April and October 1955; imports declined 
only slowly, however, and the 1955 total was the high- 
est since the 1951 boom. Though record exports in 
1955 reduced the strain on New Zealand’s balance of 
payments, even that country, where only 18 per cent of 
total 1955 imports were subject to licence, resorted to 
certain direct controls towards the end of the year, 
introducing an import quota to limit the number of 
motorcars imported in 1956 to about 60 per cent of 
the record 1955 figure. 


Partial or selective devaluation was used not only 
by Uruguay, as indicated above, but also by other 
countries with multiple exchange rate systems—Bo- 
livia, Brazil, Chile, China:Taiwan and Indonesia, for 
example—the primary objective being either to dis- 
courage imports or to facilitate exports by offsetting 
the rise in internal costs. In Chile the less favourable 
rates for imports were even applied to equipment and 
raw materials, which had previously enjoyed privileged 
rates. Turkey sought to achieve much the same pur- 
pose by increasing taxes on less essential imports and 
using the funds thus collected to subsidize certain 
exports; continued deterioration of the external bal- 
ance also prompted stricter administration of import 
controls and an insistence that applicants for foreign 
exchange make larger cash payments. Stricter control 
was also exercised in Pakistan, while Turkey and 
Pakistan were among the couniries introducing ex- 
change retention schemes—akin to that abandoned in 
Egypt later in 1955—in order to stimulate secondary 
exports. 
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Changes in Internal Balance 


In 1955, inflationary and deflationary forces in the 
primary producing countries appear generally to have 
been in a fair degree of balance, but as compared with 
1954 the change was more in the direction of inflation 
than of deflation. If the retail price index is taken as a 
criterion, 15 per cent of the sixty countries covered in 
table 87 showed signs of deflation during 1955, com- 
pared with 25 per cent in 1954, while the proportion 
in approximate price equilibrium declined from about 
28 per cent to 23 per cent. Many of the countries reg- 
istering relatively small increases in retail prices in 
1955—between a fourth and a third of those covered 
in the table—gave evidence of other signs of inflation- 
ary pressures. Though the countries in which the cost 
of living index rose by more than 10 per cent included 
some in which deflationary forces had prevailed in 
1954—Burma and Thailand, for example—the group 
consisted for the most part of those in which inflation- 
ary forces were of longer standing. 


Since domestic factors were the predominant influ- 
ence in economic activities in some countries and ex- 
ternal factors in others, it is not surprising that, 
although there was a slight tendency for improvement 
in the balance of trade to be positively associated with 
rising domestic prices (see chart 20), the degree of 
correlation between changes in external balance and 
trends in the cost of living were relatively low. Among 
countries with fairly stable prices, for example, there 
were some whose imports declined markedly in the 
face of constant or rising exports and a consequent 
inflationary stimulus from the external accounts— 


Table 87. Frequency Distribution of Primary 
Producing Countries according to Changes 
in Cost of Living Indices 


Number of 
Percentage change in pbecercircee 
cost of living index® 1954 1955 
ST BO SU ea eta ce eee led a Wik eee ete eo 15 9 
OO 21 i teehee ss 17 14 
BitO'’ 920.4 aaa alals Hes keh Seed Bae 11 16 
OrbO) 10: oasis cc eaneen ete eet eveesos 7 7 
VY S0! 20 ia. eirsedinsccsiet tad ee dedleyedtes 6 9 
OVEr' 20. ledacdiacediale wathiate ene anehs.2% 4 5 


Source: United Nations, Monthly Bulletin of Statistics; Gold 
Coast: Office of Government Statistician, Digest of Statistics; 
Nigeria: Department of Statistics, Digest of Statistics. 


4 Unless otherwise specified, changes are from December of 
preceding year to December of year stated, as measured by 
official indices, relating in most cases to the capital city. Excep- 
tions are Bolivia and Paraguay: June 1955 compared with 
June 1954; Burma and China:Taiwan: November 1955 com- 
pared with November 1954; El Salvador: July 1955 compared 
with July 1954; Haiti: September 1955 compared with Sep- 
tember 1954; Nigeria: July 1954 compared with average for 
the year 1953 and July 1955 compared with July 1954. 


Ecuador and Venezuela, for example—and others 
whose imports increased markedly in the face of con- 
stant or declining exports, thereby exerting a defla- 
tionary influence—Egypt and the Dominican Repub- 
lic, for example. Price stability also characterized the 
Belgian Congo and Ceylon, where there was an appre- 
ciable increase in the export balance; the Gold Coast, 
where export receipts declined drastically in the face 
of rising imports; and Jamaica, where imports rose 
more rapidly than exports. 


Among countries in which there was some evidence 
of deflationary forces in 1955, only in the Philippines, 
whose imports rose substantially, while exports 
changed little, did external accounts play a significant 
part in determining the internal balance. A decline in 
exports had exercised a similar effect in Cuba in 1954, 
but, although there were still traces of deflation in 
1955, an increase in the export surplus helped to re- 
duce them. An improvement in the trade balance in 
Pakistan and Malaya also tended to offset deflationary 
forces discernible in parts of these countries. In India 
the slight change in the external balance had little or 
no influence on the internal situation; the deflationary 
tendencies that prevailed in 1954 and 1955 were of 
domestic origin. 


Among the countries in which inflationary forces 
mounted rather suddenly in 1955, efforts to increase 
exports—as in Burma, China: Taiwan and Thailand— 
probably served to reinforce influences that had their 
origin largely in public expenditure. A reduction in 
imports into Indonesia and Paraguay, as well as 
Burma, probably had a similar effect. In the countries 
in which inflationary forces were most acute—Bolivia 
and Chile, in particular—domestic factors were pre- 
dominant and the trend of prices in 1955 was similar 
to that in 1954 and earlier years. 


Differences in the relationship between export bal- 
ances and price trends generally reflected differences 
in the relative importance of the external sector, but 
in some countries institutional features played a sig- 
nificant part in modifying the influence of develop- 
ments in foreign trade. Particularly important in this 
period was the effect of the operations of foreign com- 
panies, as in the Belgian Congo, Rhodesia and Vene- 
zuela, whose profits bear the main incidence of fluctua- 
tions in commodity prices and to a large extent are 
distributed abroad, and of marketing boards, as in the 
Gold Coast and Nigeria, whose income varies with 
commodity prices and to a large extent has been 
placed in reserves held abroad. In other countries poli- 
cies were adopted specifically to insulate the internal 
economy from changes in the foreign trade sector; 
thus, destabilizing forces arising in price changes of 
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Chart 20. Distribution of Primary Producing Countries according to Changes in 
Cost of Living Indices and in Balance of Trade, 1954 to 1955 
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specific export products were met in many instances 
by compensatory changes in exchange rate or com- 
modity tax.® 


In many of the less developed countries export 
taxes, which are used to cushion the impact of com- 
modity price changes, also make a major contribution 
to over-all economic stability; by reducing a budget 
deficit—as they did in Malaya in this period, for ex- 
ample—the expanded proceeds of an export tax may 
help to offset the inflationary effect that a rise in ex- 
port prices may tend to have, while their contraction 
may exert a similar stabilizing influence by enlarging 
a deficit in times of falling prices. In this way, adjust- 
ments of export taxes seem to have played a significant 
part in maintaining economic stability in Ceylon dur- 
ing a period in which the prices of its main export 
products—tea, copra and rubber—were subject to 
major fluctuations. Higher export taxes were also used 
to siphon off windfall profits and reduce the inflation- 
ary effects of devaluation in Pakistan and Argentina. 


CHANGES IN OUTPUT AND DOMESTIC DEMAND 


The period under review seems to have been char- 
acterized by widespread, though in many cases only 
small, increases in production among the primary pro- 
ducing countries. Though few precise measurements 
are available, the modal increase in gross domestic 
product (crudely adjusted for price changes), which 
was of the order of 4 to 6 per cent between 1953 and 
1954 (see table 77), was probably of the same order 
between 1954 and 1955. There may have been a de- 
cline in the rate of expansion—in income, though not 
necessarily in output—in some of the coffee and cocoa 
producing countries, and a somewhat greater advance 
in the rate in the rubber and mineral producers. Since 
the wool exporting group consists chiefly of countries 
in which manufacturing contributes more than agri- 
culture to the domestic product—over one-fifth in 
Argentina, Australia and the Union of South Africa, 
for example—it is not unlikely that the higher level of 
industrial output in this group in 1955 more than off- 
set the effect on national income of the decline in the 
terms of trade. In the Union of South Africa, gross 
national product, which at current prices had risen 
by 7 per cent between 1952/53 and 1953/54, increased 
by about 6 per cent between 1953/54 and 1954/55. 


Manufacturing output expanded in other countries, 
too; though precise measurements are lacking it would 


6 Among taxes that were lowered in the course of 1955 were 
those on ground-nuts in the Belgian Congo; coffee in Brazil, 
Ethiopia, Guatemala and Tanganyika; cocoa, copra and tea in 
Ceylon; and black pepper, castor oil and tea in India. In the 
case of wool, more favourable exchange rates were offered 
exporters in Argentina and also—by way of export premiums— 
in Uruguay. Rubber was one of the few commodities on which 
export taxes were raised, as in Malaya, for example. The 
devaluation in Pakistan led India to reduce its export taxes 
on cotton cloth and abolish those on jute. 


Table 88. Indices of Industrial Production and 
Production of Electricity, Selected Countries 
(Corresponding period of previous year=100) 


Production 


Industrial of 
Country production® electricity 

1954 1955 1954 1955 
Algeria ...........64. 109 114° 107 107¢ 
Argentina ............ 108-1128 109 =: 1074 
Australia ...........-. 105e «#4103 =—s« 42 lil 
Belgian Congo ........ Wile... ime aod 
Brazil i. cviw wees 107 105° 110 =: 1108 
Chile .............04. 104» 98h 109 105 
China: Taiwan ........ 105 107° 115 110° 
Colombia ............ 117i 104 113*  =108* 
Guatemala ........... 100 105 104 108 
India .2...........0.. 108 110 112 113 
Israel Asei ian teawese 107¢ «109°! 118" «4417 
Mexico .............. 107-108! 110 111 
New Zealand ......... 104e = =1044 1092 =: 108" 
Pakistan ............. 122! seed 119 119° 
Philippines ........... 112! «11! 1122141? 
Union of South Africa... 102° 103° 110 112 
Venezuela ............ 110° 11634 116 118 


RDS Aas A IE PED MR ee EL EL 

Source: United Nations, Monthly Bulletin of Statistics, and 
Statistical Yearbook, 1955 (sales number: 1955.XVII.10) ; 
United Nations Economic Commission for Latin America, 
Economic Review of Latin America (Santiago), August 1955, 
and Economic Bulletin, vol. 1, January 1956; Central Bank of 
the Philippines, Annual Report, 1954, and Central Bank News 
Digest (Manila). 

4 Manufacturing, mining, electricity generation and gas manu- 
facture, except where noted. 

> First nine months. 

¢ First eleven months. 

4 First ten months. 

¢ Manufacturing employment. 

f Manufacturing only. 

& Consumption in Rio de Janeiro and Sao Paulo. 

h Excluding mining. 

i Manufacturing and construction only. 

j First half compared with 1954, 

k Three principal! public utilities only. 

1 First five months. 

m Sales. 

0 Deliveries. 

© First seven months, 

P Manila. 


appear, on the basis of the countries listed in table 88, 
that the average increase in 1955 may have been 
slightly above the rate of 8 per cent achieved in 1954, 
These rates of growth, though somewhat below those 
registered in western Europe, are above the average 
for primary production in the less developed countries. 


As far as the composition of manufacturing output 
is concerned, post-war trends appear to have con- 
tinued in 1954 and 1955. The production of capital 
goods continued to spread. A new integrated iron and 
steel plant, its first, started operation in Colombia. 
Additional capacity was laid down or became opera- 
tive in a number of older producers, including Argen- 
tina, Australia, Brazil, India and the Union of South 
Africa, as well as in a number of countries—Pakistan 
and the Philippines, for example—in which only re- 
rolling plants are operated. Cement capacity was also 
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augmented in several places, and plants were estab- 
lished for the first time in some of the smaller consum- 
ing countries—Jordan, Kenya and Malaya, for exam- 
ple. Crude steel output in the primary producing 
countries, which had risen almost 10 per cent in 1954, 
increased by about 4 per cent in 1955; cement pro- 
duction, which had risen by almost 12 per cent in 
1954, expanded by about 10 per cent in 1955. The 
expansion of cotton textile production was somewhat 
less: about 8 per cent in 1954 and 4 per cent in 1955. 
Smaller relative increases in the output of other con- 
sumer manufactures in a number of the primary pro- 
ducing countries probably reflect the slower growth of 
demand—as in the industrial countries—as well as the 
statistical fact that in general the base on which expan- 
sion is computed is greater than in the case of the 
heavy industries. 


In a few countries the rate of industrial expansion 
had been reduced somewhat by relaxation of import 
restrictions in 1954 in view of favourable trade bal- 
ances in 1953. The resultant increase in supply of 
imported goods revealed the competitive weakness of 
some local industries in such countries as Argentina, 
Australia, Brazil, Colombia, New Zealand and the 
Union of South Africa, and, despite active local de- 
mand, higher tariff protection was judged necessary 


Table 89. Indices of Dwelling Construction, 
by Country 


(Corresponding period of previous year= 100) 


Country and basis of measurement 1954 1955 


Algeria (floor area of permits, 58 cities).. 104 942 
Argentina (floor area of completed con- 


struction, Buenos Aires) ............-. 79 156 
Australia (number of dwellings completed) 99 104 
Brazil (floor area of permits, state capitals) 91 83° 


Chile (floor area of permits, 13 communes) 110 108 
Colombia (ground area of permits, 18 cities) 102 110 


Cuba (number of permits) .............. 99 105° 
Guatemala (floor area of completed private 

construction, Guatemala City) ......... 148 76 
Israel (ground area of completed construc- 

TOM) iaaece aca sean ere) aleybis ioe ioniciss oad nate oes 126 129% 
Lebanon (floor area of permits, Beirut)... 133 152 
Morocco, French (floor area of permits).. 88 94 
New Zealand (number of permits)4....... 123 96° 
Panama (value of private construction per- 

mits, Panama City and Colon)......... 100 §=127 
Philippines (number of permits, Manila).. 84 68 
Syria (floor area of permits, Damascus)... 117 |. 113° 


Trinidad and Tobago (floor area of permits) 109 102 
Tunisia (ground area of permits, 4 cities). 129 ... 
Union of South Africa (number of dwellings 

completed, 18 principal urban areas)... 99 130 
Venezuela (ground area of permits)...... 100 95 


Source: United Nations, Monthly Bulletin of Statistics. 
a Based on nine months. 

» Based on ten months. 

¢ Based on seven months. 

4 Years beginning 1 April. 

© Based on seventy-seven urban centres. 


in a number of instances. The rapid deterioration in 
the payments position of several of these countries 
also brought problems for local industry, for, although 
tightening of controls and the subsequent cut in im- 
ports tended to restore the domestic market to local 
producers and hence raise industrial output, it was 
severe enough in some—Argentina and Brazil, for 
example—to threaten supplies not only of consumer 
goods but also of capital goods, raw materials and 
fuel. The result in these cases was under-utilization of 
industrial capacity and higher unit costs of pro- 
duction. 


A high level of investment was among the causes of 
inflationary pressures in a number of countries. Invest- 
ment in transport and communications, for example, 
was at a relatively high level in several, particularly in 
Africa, where rail and road construction has a high 
priority in public investment plans. The course of 
other forms of construction was generally more vari- 
able. Building activity declined markedly in Brazil 
and slightly in Venezuela, for example, but increased 
in Chile and Colombia; and there was notable recov- 
ery in the number of houses completed in Buenos 
Aires in 1955 after a major reduction in 1954 (see 
table 89). Residential construction was an important 
form of investment in Australia, New Zealand and the 
Union of South Africa.” 


In Burma and Indonesia, the volume of construc- 
tion was reduced as a result of government policy, but 
the lower levels of building activity registered in the 
Philippines were more the result of the deflationary 
forces prevailing in that country. 


More important as a determinant of the cost and 
level of living in most of the less developed countries 
were changes in agricultural production, especially of 
food. By and large, this had been markedly higher in 
1953/54 than in 1952/53 both in the food importing 
and in the food exporting countries (see table 90). 
Among the few countries that had not enjoyed a rec- 
ord level of production were Burma, Colombia, Cuba 
and Malaya—Burma being almost the only country in 
which food output had not regained pre-war levels. 


7In Australia, dwelling construction absorbed £A 20 million 
more in 1954/55 than in 1953/54, and other private building 
an additional £A 20 million; by March 1955 the level of build- 
ing employment had regained the peak of the 1951/52 con- 
struction boom. In the Union of South Africa, records were 
established in 1955 both for the number of dwellings com- 
pleted and for their value. In New Zealand the 18,500 housing 
units completed in the year ending in March 1955 (11 per cent 
above the 1953/54 figure) also constituted. a record and 
accounted for a substantial proportion of the £NZ 78 million 
(48 per cent) increase in capital formation. From. April, how- 
ever, the Government began io exercise a stricter control over 
building with a view to reducing the strain on both materials 
and labour; permits issued for new houses and flats in the 
second and third quarter were down by .9 per cent in number 
and 4 per cent in value compared with the corresponding 
period in 1954. 
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Table 90. Indices of Agricultural Output, 
by Country 


(Previous year =100) 


Au 


agricultural 


Country Food commodities 
1953/54 1954/55" «1953/54 1954 /55% 

Turkey! oof siden tteaetadce 110 82 109 83 
Thailand ............ 115 83 114 87 
Mexico ......-....00- 104 109 103 112 
Colombia? ........... 99 99 100 99 
Morocco, French ...... 115 104 113 104 
Ceylon ...........04. 108 107 106 105 
Union of South Africa’. 112 110 111 110 
Cuba sites ongstea eee 100 97 100 97 
Peru? wo... eee eee eee 105 101 104 103 
Uruguay? ............ 105 105 103 104 
Philippines .......... 103 101 103 101 
Tunisia .........0.005 111 91 111 91 
CHUC? 2.8 meee ea ore oe 106 100 105 99 
Brazil> oo... eee eee 104, 103 102 104 
Madagascar’ ......... 102 100 103 99 
Malaya .............. 98 105 98, 103 
New Zealand» ........ 102 97 102 98 
China:Taiwan ........ 103 103 102 104 
Australia ..........0. 103 97 102 98 
Egypt .........ee eee 1 108 101 108 
Tndiates sctiiard inca edb 109 99 110 99 
Argentina® ........... 133 95 130 95 
Indonesia ............ 108 106 104 106 
Algeria ...........4.. 109 108 110 106 
Korea, southern ...... 116 100 114 102 
Pakistan ............. 104 102 97 102 
Burma ......-....4.. 98 101 98 100 


Source: Food and Agriculture Organization of the United 
Nations, Monthly Bulletin of Agricultural Economics and 
Statistics (Rome), February 1956. The countries are listed in 
descending order of increase of agricultural output in 1953/54 
above pre-war, which for most countries comprises the period 
1934-1938. 

@ Preliminary. 

b Index numbers refer to calendar years 1953 and 1954, 


The 1954/55 harvest brought a further gain to a num- 
ber of countries, notably Algeria, Ceylon, Egypt, 
French Morocco and the Union of South Africa, 
where it exercised a significant influence in maintain- 
ing a fairly stable cost of living, as it helped to do in 
Malaya also, where food production rose to a post- 
war record. There was also an increase in food pro- 
duction in Indonesia, Mexico, Uruguay and to a less 
extent in Brazil and China:Taiwan, though in these 
countries inflationary forces originating outside the 
food sector made for a rapidly rising cost of living. 


In relation to the high production levels of 1953/54, 
the 1954/55 harvest was substantially lower in Thai- 
land, Tunisia and Turkey and there was also a decline, 
of smaller proportions, in Argentina, Australia, Cuba 
and New Zealand. Since these countries are all sig- 
nificant exporters of food, the smaller output is likely 
to have affected the external balance more directly 
than the internal balance. 


On the whole the disinflationary effect of a rise in 
agricultural production is probably somewhat greater 
than the figures alone might suggest. This is partly 
because of the relative importance of food in con- 
sumption for most of the less developed countries and 
partly because agricultural output increased in recent 
years much more for domestic use than for export. 
In Latin America, for example, the growth of agri- 
cultural output for internal consumption amounted to 
3 per cent in 1953/54 and 7 per cent in 1954/55, 
whereas that for export declined slightly in 1953/54 
and rose by only 3 per cent in 1954/55. Another 
manifestation of the same phenomenon is the lag in 
the non-food component of agricultural output, which 
traditionally has been more closely linked to export 
demands than the food component. The only countries 
among the twenty-seven listed in table 90 in which the 
relative increase in output of agricultural commodities 
other than food was significantly higher than that of 
food in 1954/55 were Mexico, Peru and Thailand. 


The disinflationary consequences of a general rise 
in food production were most pronounced in Asia. - 
In 1954, living costs had declined in food exporting 
countries such as Burma and Thailand, as well as in 
food importing ones such as Hong Kong, India and 
Malaya, even though crops were actually smaller in 
Burma and Malaya. In 1955 the decline in prices was 
confined to the food importing countries, in almost all 
of which a larger domestic harvest reinforced the 
effects of a lower unit value of food imports. Greater 
production of food for domestic consumption was 
also a major deflationary force in Egypt, Syria and 
Cuba in 1954 and in the Dominican Republic in 1955. 
In Iraq, on the other hand, a poorer harvest was 
reflected in rising retail prices in 1955, while from a 
long-run point of view the failure of domestic farming 
to keep pace with expanding needs remained an 
underlying factor tending to accentuate inflationary 
pressures in several food importing countries— 
notably Bolivia and Chile. 


Over-all measurements of food production are not 
available for a more recent period than the 1954/55 
agricultural year, but some indication of the food 
position in 1955 is given in chart 21, which shows 
the preliminary figures, or forecasts, for the 1955/56 
harvest of four of the principal crops in a number 
of the major producing countries. Wheat output was 
above the 1954 level in five of the eleven countries 
covered, notably in Australia and Turkey, but below 
in five: Argentina, Chile, Egypt, Pakistan and Uruguay. 
Maize production was lower in six of the seven 
countries covered, the only exception being Argentina, 
where the crop regained the 1953 level after a drastic 


8In 1954/55 production for home consumption is estimated 
to have been 68 per cent above the pre-war average, whereas 
production primarily for export was only 13 per cent higher 
(United Nations Economic Commission for Latin America, 
Economic Bulletin, vol. 1, No. 1, 1956, page 13). 
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fall in 1954, Appreciable increases in rice production 
were registered in China:Taiwan, India, Indonesia 
and Thailand, but in none of these countries was the 
1953 harvest equalled; in Egypt, however, a further 
expansion of the rice crop raised production to twice 
the 1953 level. The output of sugar was slightly higher 
in China:Taiwan and Cuba, and substantially higher 
in Indonesia and the Union of South Africa, but 
somewhat lower in Australia and the Philippines, 
where production declined below the 1953 level. 


FiscAL AND MONETARY POLICIES 


Where inflationary forces were strongest, as meas- 
ured by the rate and continuity of price increases, 
the basic cause frequently lay in unbalanced govern- 
ment budgets—as in Bolivia, Chile, Indonesia, southern 
Korea and Uruguay. In Brazil and Turkey, where 
inflation was also rapid and chronic, deficit spending 
by autonomous public agencies added to the pressure 
generated by unbalanced budgets. In Argentina, too, 
at least until the reforms of October 1955, the financing 
of various government agencies—in grain trading, 
mortgage lending, exporting and transport, in par- 
ticular—contributed to the pressure of demand on 
real resources. Government deficit spending also in- 
creased significantly in 1955 in Burma, China:Taiwan 
and Thailand and was the major cause of the sub- 
stantial rise in prices registered in these countries. 


In India, however, the budgetary shortfall—as 
measured by the increase in floating debt and drawing 
down of cash balance, by both state and central govern- 
ments—though increasing from about 600 million 
rupees in the year ending in March 1954 to over a 
billion rupees in 1954/55 and an estimated two billion 
in 1955/56, did not prove to be inflationary even 
though accompanied by an increase in bank credit of 
3 per cent between June 1953 and June 1954 and a 
further 11 per cent by June 1955. There were good 
harvests and an appreciable increase in industrial 
production; and since, in addition, the unit value of 
imports continued the decline begun in 1953, the net 
effect on prices was deflationary. The wholesale price 
index declined by 6 per cent in 1954 and by a further 
6 per cent in the first half of 1955 before the trend 
was reversed. The cost of living index followed the 
same course, food prices declining even more. The 
increase in production was chiefly the result of such 
causes as more favourable weather, better utilization 
of capacity and higher productivity of workers, without 
any marked expansion of employment. Since one of the 
characteristics of industrialization—involving, as it 
usually does, increased urbanization and the com- 
mercialization of agriculture—is to convert traditional 
forms of under-employment into more easily measur- 
able categories of unemployment, there was a rapid 
increase in the number of applicants for work at 
Indian employment exchanges: in the course of the 
two years registrations rose. by 170,000, or about 
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32 per cent, while in mid-1955 total urban unemploy- 
ment was estimated at about 3.4 million. 


Just as the unbalanced budget in India did not 
precipitate a rise in the price level, so a balanced 
budget in Mexico did not prevent such a rise. The 
Mexican rise appears to have stemmed chiefly from 
the increased peso cost of imports following the 
devaluation of April 1954, though a higher rate of 
investment and a tendency for wages to increase more 
rapidly than the national income are likely to have con- 
tributed to the same end. 


Budgetary deficits in Colombia were quite small; 
the deflationary effects of a deteriorating external bal- 
ance were offset more by the high level of domestic 
investment associated with an increasing degree of 
diversification of production and employment. In 
Ceylon, on the other hand, budget surpluses consti- 
tuted an important stabilizing factor in both 1953/54 
and 1954/55; unexpected increases in revenue enabled 
the Government to expand its development expenditure 
while at the same time it counteracted the inflationary 
consequences of the improved external accounts. The 
number of applications at labour exchanges—a rough 
measure of unemployment—continued to rise, however: 
by an average of 7 per cent in 1954 and 19 per cent 
in 1955. The budget was also used as a stabilizing 
instrument in Cuba, where increased public works 
expenditure served as a means of reducing unemploy- 
ment that had its origin in depressive forces in th 
export sector in 1954, 


In Australia, New Zealand and the Union of South 
Africa, a high level of economic activity, decreasing, 
low or negligible amounts of unemployment and in- 
direct taxes on an expanding volume of imports all 
contributed to budgetary surpluses on ‘current account 
in the fiscal years ending in 1954, 1955 and 1956. 
Though part of the 1954/55 surplus was used for debt 
redemption in Australia, in none of these countries was 
fiscal policy strongly disinflationary, even in 1955 when 
all three were beginning to reveal signs of strain on 
real resources, and, particularly in the case of Australia 
and New Zealand, on foreign exchange reserves too. 
In general, the current surpluses were transferred to 
loan account to finance capital expenditure, and, except 
in New Zealand where special depreciation allowances 
were reduced in 1955, tax schedules tended to favour 
investment. In Australia, however, supplementary 
measures introduced in March 1956—raising the 
corporation tax and customs and excise duties on such 
items as motor vehicles, petrol, beer, spirits, tobacco 
and cigarettes—were designed to increase the 1955/56 
budget surplus, both as an anti-inflationary device and 
as a means of cutting expenditure on imports. This 
was also the dual purpose of a 10 per cent cut in public 
works outlay announced in Australia in October 1955. 
Similarly intended reductions of government expendi- 
ture were made in Burma in 1955 and in Indonesia, 
both in 1954 and again towards the end of 1955, 
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Chart 21. Indices of Production of Selected Foods 
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The rudimentary nature of the credit and banking 
structure in many under-developed countries tends to 
limit the extent to which indirect monetary methods 
of control can be used to correct internal disequilibria. 
As a result there was a marked contrast between the 
policies pursued in the industrial countries generally, 
in 1955, and those followed in primary producing 
countries, even when basically similar forces were 
operating. 


The principal exception to this generalization was 
New Zealand, where with the multiplication of in- 
flationary symptoms within the economy and a mount- 
ing import balance on external account, monetary 
policy was exploited in preference to a restoration of 
more stringent direct control over foreign trade. The 
central bank discount rate was raised to 3.5 per cent 
in October 1954 and to 4 per cent in December 1954, 
and on three further occasions during 1955: to 5 per 
cent in June, 6 per cent in September and 7 per cent 
in October. These increases accompanied an active 
policy of varying the ratio of reserves to demand 
liabilities that commercial banks were required to main- 
tain, the objective being to retard the rate at which 


bank advances had been growing. To a large extent 


this was achieved, and after March 1955 there was a 
slight tendency for aggregate advances to decline even 
though over-all pressure on reserves was unabated. 


By and large, however, primary producing countries 
made much less use than industrial countries of interest 
rate adjustment as an instrument of monetary control.® 
In the face of rapidly rising prices, indeed, small 
changes in interest rates—such as the increase in the 
commercial bank rate in Chile from an average of 
12.3 per cent in 1953 to an average of 13.5 per cent 
in the first half of 1955—are unlikely to have any 
appreciable effect on borrowing. Similarly, the effect 
of an increase in the central bank discount rate in 
June 1955 from 3 to 4.5 per cent in Turkey—where 
retail prices were rising at the rate of 17 per cent a 
year——was not very marked. 


Jn some instances competition for capital induced 
an upward movement of rates despite the government’s 


29In some primary producing countries interest rates tended 
to remain low not so much in relation to rising internal price 
levels but in relation to local shortage of capital on one hand 
and to the rising rates of interest in many of the industrial 
éountries on the other. This gave rise to some difficulties when 
the connexions between capital markets were fairly close—as 
within the sterling area. In the Union of South Africa, for 
example, the principal object of an increase in treasury bill 
rates and in the reserve bank discount rate (from 4 to 4.5 
per cent) in September 1955 was not to curb the expansion 
of domestic credit so much as to stem the outflow of short- 
term capital by reducing the disparity which had developed 
between local rates and the higher levels in the United 
Kingdom. In February 1956 short-term rates were raised again, 
but rather than follow the upward movement of the bank rate 
in the United Kingdom, the South African Government con- 
firmed the 4.5 per cent level and extended direct controls over 
the movement of capital. 
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desire to keep down the cost of its own borrowing. In 
Australia, for example, yields on government long-term 
securities rose above 4.5 per cent in the second half of 
1955—notwithstanding central bank support of the 
market—and public loans issued in this period at the 
4.5 per cent rate, which had been successfully used in 
1954, were not fully subscribed. Thus, although inter- 
est rates remained appreciably below the levels ruling 
elsewhere,’° there had been some slight upward ad- 
justments in commercial and savings bank deposit 
rates in the course of the year, and in March 1956 
banks were permitted to raise deposit rates and over- 
draft rates slightly. 


Control over bank credit was practised more gener- 
ally than the active adjustment of interest rates. As in 
New Zealand, regulation of reserve requirements was 
the most frequent technique, but requests for restraint 
on lending were also common," while in at least one 
instance—in China:Taiwan—there was a temporary 
suspension of bank lending. Restrictions on bank credit 
were supplemented by restrictions on consumer credit, 
which had expanded substantially in a number of 
instances, especially in Australia, New Zealand and the 


Union of South Africa. 


Since the equilibrating adjustments effected by the 
process of inflation tend to be socially inequitable, 
penalizing in particular those whose income is not 
susceptible of protection against the decline in its 
purchasing power, many governments took steps to 
mitigate some of the least acceptable consequences of 
internal disequilibrium. In some countries compen- 
satory increases in wage rates were authorized or or- 
dered, a particularly large general increase being 
enacted in Brazil in May 1955, and one of 10 per cent 
in Argentina in February 1956. In countries in which 
there was a more formal link between wages and 
prices, adjustments tended automatically to follow 


10 At the end of 1955 the rate on three-month treasury bills 
or their equivalent stood at 1 per cent in Australia, compared 
with over 2.5 per cent in Canada and the United States, 3 per 
cent in the Union of South Africa and over 4 per cent in the 
United Kingdom. 


41Tn 1955 in Peru, where bank credit increased by 17 per 
cent between January and October, the Government twice 
raised the minimum ratio of reserves to deposits by repeating 
in November a measure first adopted in April and thus creating 
a three-tiered structure: a basic 22 per cent ratio on sight 
deposits, a 50 per cent ratio on deposit increases between 
April and November and a 70 per cent ratio on increments 
after November, the corresponding time deposit ratios being 
fixed at 11 per cent, 25 per cent and 35 per cent. 

In the Union of South Africa, the ratio of commercial bank 
advances to deposits rose to a peak of almost 65 per cent in 
May 1955 after which declining liquidity, combined with a 
request from the Reserve Bank to restrict the supply of credit 
for hire-purchase finance and fixed investment, brought about 
a gradual reduction. Legislation now before Parliament would 
give the central bank greater control over commercial bank 
liquidity, by the introduction of flexible reserve ratios. 

In Australia, in September 1955, when the ratio of advances 
to deposits stood at 65 per cent (the highest since mid-1952), 
the banks were requested not to extend further credit, either 
for capital expenditure or for financing imports. 
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changes in the cost of living; in some, however—Chile, 
for example—-efforts were made to restrain the upward 
spiral by subsidizing food or other important consumer 
goods. Where consumers were heavily dependent on 
imported goods and local inflation was causing a rapid 
depreciation of the currency—as in Bolivia, for ex- 
ample—essential imports were subsidized in an effort 
to hold down urban living costs. In the Union of South 
Africa a bread subsidy was continued, partly to hold 
down living costs, partly to encourage consumption of 
a nutritionally fortified loaf. 


In other countries local developments induced gov- 
ernments to adopt other means of protecting con- 
sumers. Where harvests were below expectation, for 
example, exports of foodstuffs were restricted. Thus, 
in the course of 1955 a prohibition was placed on the 
export of olive oil from Jordan, barley from Syria 
and maize from Argentina. In Australia, though the 


rise in the cost of living index during 1955 was only 
3 per cent, some areas began reimposing price controls 
on essential items; in China:Taiwan a sharp advance in 
prices towards the end of the year induced the Govern- 
ment to resume the rationing of certain essential con- 
sumer goods; and in other countries various other 
special steps were taken to mitigate some of the ill 
effects of internal inflation. 


In contrast, the easing of food supplies in India 
made it possible to liberalize exports of a number of 
agricultural commodities, and Ceylon, having achieved 
a better balance both internally and externally, was 
able to withdraw food subsidies without serious effects 
on the cost of living,” 


12In Uruguay, however, it was budget stringency that 
prompted the withdrawal of a bread subsidy previously paid 
to offset the relatively high cost of local wheat; in the infla- 
tionary conditions prevailing in that country this helped to 
push up the cost of living index. 


Economic Outlook” 


The prospective slackening in the rate of expansion 
in industrial countries, discussed in the preceding 
chapter, may cause some fall in demand for several of 
the commodities that experienced particularly firm 
markets in 1955. Though in many cases an absolute 
decline in consumption does not seem to be envisaged, 
even small changes in current or expected demand 
(or supply) may precipitate large changes in price. 
In view of the strong forces tending to keep export 
unit values of industrial countries from falling, no 
major improvement in 1956 in the over-all terms of 
trade for primary producing countries is suggested by 
current trends; on the contrary, some deterioration is 
indicated for exporters of a number of important 
primary products, 


Whether or not this will result in a reduction in the 
export earnings of any particular country depends 
in part upon the volume of production and exports. 
In the case of rubber, which is one of the commodities 
whose price moved downwards in the first quarter of 
1956, substantial expansion seems unlikely, at least 
among the major exporters, notwithstanding the active 
policy of rehabilitating and improving plantations 
in such countries as Ceylon and Malaya. Thailand ex- 
pects to export at least the same volume of rubber 
as in 1955. On the other hand, production of copper— 
the commodity whose price reached record levels in 
1955—may well increase; exploration and development 
have been at a high level in recent years and 1955 
output was below capacity in several countries, notably 
Northern Rhodesia, where about 40,000 tons was lost 


18 Information for this section was derived in large part from 
the replies of governments to the United Nations questionnaire 
of 18 November 1955, on full employment and balance of 
payments, 


during a strike. In Chile, greater freedom given to 
mining companies to market their output and more 
favourable rates of exchange granted for domestic 
purchases may also be expected to stimulate the pro- 
duction and export of copper. 


Mexico hopes to expand its exports of metals and 
manufactures and so make good any decline in the 
proceeds of agricultural exports. The Government of 
the Union of South Africa reports that “the value of 
exports is likely to rise appreciably in 1956 as a result 
of increases in the production of gold and uranium and 
the existence of considerable surpluses of maize and 
sugar available for export”. Thailand, on the other 
hand, expects a decline in the volume and value of 
tin exports. 


Petroleum exports from most major producers seem 
likely to expand in both volume and value, with Iran 
showing the largest proportional gain as production is 
gradually restored to earlier levels. In Venezuela, ex- 
ports of other products, particularly iron ore, may 
expand. Iraq, however, does not expect to see its recent 
investments in the agricultural sector bear fruit in 
higher exports in 1956. 


On the whole, fibre producing countries are not look- 
ing forward to higher export earnings from this source. 
New Zealand expects “steady prices for . . . major 
exports”, including wool; slightly larger wool clips 
are expected in Australia and the Union of South 
Africa, and efforts are being made to expand produc- 
tion in Argentina and Uruguay. Average prices realized 
during the 1955/56 season, however, were below those 
of the previous season. Cotton prices remained fairly 
firm in the first quarter of 1956, when a million bales 
of United States surplus were successfully marketed, 
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but several countries appear uncertain of the prospects 
of cotton earnings for the rest of the year. Prices of 
hard fibres were all higher in the first quarter of 1956 
than during 1955. Pakistan jute acreage continues to 
be regulated, but in India all but 5 per cent of mill 
capacity has been unsealed in expectation of a some- 
what greater demand for burlap. The jute carry-over 
is not excessive and sisal stocks are reported to be lew, 
but export earnings from these products depend very 
largely on agricultural output and trade in various 
parts of the world. 


No great change appears to be in prospect in the 
volume and distribution of trade in the beverage crops. 
Exports from specific countries depend very largely 
upon individual harvests and these tend to vary with 
local climatic conditions. The Governments of both 
El Salvador and Ethiopia, for example, seem to expect 
a somewhat smaller output of coffee in 1956. Brazil’s 
export earnings are likely to be affected by the extent 
of inventory selling as well as by the output and price 
of hard coffee—factors which themselves are partly 
interdependent. In Honduras, coffee exports are not 
expected to increase much, but a sizable expansion 
in shipments of bananas is thought possible. Greater 
investment in the tea industry in Ceylon may result 
in an early expansion of output and exports, but much 
depends on prices. 


In Thailand, the considerably larger rice harvest 
of 1955/56 has left an estimated 1.2 million to 1.4 
million metric tons for export; its successful disposal 
would increase the value of total exports to about 
6 per cent above the 1955 level, but difficulties may 
well be encountered, since rice output may have ex- 
panded in a number of food importing countries. 
Egypt, like Burma, appears to be extending its barter 
arrangements in order to sell surplus rice. Among the 
sugar exporters, the Dominican Republic expects io 
ship at least the 1955 volume, and China:Taiwan looks 
forward to a slight increase in exports. 


Stocks having been drawn down in 1955, the market 
for oils and oil-seeds was firmer in the first few months 
of 1956 in the face of lower production in the Mediter- 
ranean region. The market for grains, by contrast, is 
more likely to be influenced by the existence of large 
stocks: in the case of wheat, for example, exportable 
supplies in the four main sources—Argentina, Austra- 
lia, Canada and the United States—early in 1956 were 
not only higher than a year earlier but amounted to 
more than twice the current annual volume of world 
trade in wheat and flour. 


In most of the primary producing countries, trade 
policy in general and import policy in particular tend to 
reflect export opportunities and the state of export indus- 
tries, influenced in each case by the size of available 
foreign exchange reserves. Countries whose reserves 
were reduced in 1955 and whose export earnings seem 


unlikely—on the basis of current trends—to expand sig- 
nificantly may well have a smaller import bill in 1956. 
In Australia this seems assured by progressively more 
stringent quantitative controls imposed in the course of 
1955. In Colombia and New Zealand, reduction of im- 
ports is less certain: both countries are continuing to 
rely largely on indirect controls. Increased customs 
duties and taxes on imports in Colombia, and restraints 
on bank and consumer credit in New Zealand, did not 
bring about any reduction of imports in 1955; this was 
also the experience of Honduras, where the demand for 
imports is considered to be very inelastic. In Argentina, 
on the other hand, the devaluation of October 1955, 
together with regulations classifying and taxing im- 
ports in order to conserve foreign exchange with least 
impediment to growth, was designed to reduce the 
import bill, which was higher in 1955 than in 1953 
or 1954, Changes in internal policy have also been 
introduced with the object of expanding exports, but 
external markets for many of the products that Argen- 
tina exports are far from buoyant. 


Among the other countries that may import less in 
1956 are some of those whose imports rose in 1955 as 
an aftermath of a particularly favourable balance of 
trade in 1954. Included in this category are many of 
the coffee and cocoa exporting countries whose ex- 
ternal balance deteriorated markedly in 1955. By the 
same token, some of the countries with substantial 
export balances in 1955—the rubber and metal pro- 
ducers, in particular—may well experience a con- 
siderable rise in imports in 1956, when export earnings 
may be appreciably smaller. This possibility is implicit 
in the statement of the Government of Ceylon that the 
rise in bank deposits that took place during the period 
of high tea and rubber prices constituted a “potential 
threat” to external assets “if and when . . . export earn- 
ings declined”. 


In general, the petroleum exporters may be expected 
to import more in 1956 than in 1955. This would reflect 
increased oil revenues and, in the case of Iraq, a com- 
mercial policy designed to maintain the supply of 
“essential goods” and prevent the emergence of any 
inflationary tendencies. Iraq, like others in this group, 
has development plans which require a sizable inflow 
of capital goods. Increasing investment—public or 
private—is also likely to keep imports at a high 
(or perhaps even expanded) level in a number of other 
countries, including Mexico, Honduras and India. In 
Thailand, the lifting of quantitative controls in 1955 
is expected to result in slightly greater imports despite 
an anti-inflationary internal policy and higher customs 
duties, especially on non-essentials. In countries in 
which direct controls are strictly enforced, the trend 
in imports tends to follow that of exports. Thus, in 
the Union of South Africa, imports in 1956 are 
“unlikely to be allowed to rise much above their 1955 
level” even if the steps taken to curb the expansion of 
credit do not check the demand for imported goods. 
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In a few countries—China:Taiwan, for example—the 
volume and composition of imports are geared less to 
export returns than to the course of foreign aid and, 
in general, this is not expected to decrease in 1956. 


Though the official reserves of several groups of 
countries—cotton, wool, coffee, sugar and rice export- 
ers, in particular—were appreciably lower at the be- 
ginning of 1956 than at the beginning of the two 
preceding years, there is little evidence of any wide- 
spread fear of a further decline in the course of 1956. 
In most cases this reflects confidence in defensive 
measures already taken or contemplated, rather than 
any significant upswing in balance of payments sur- 
pluses. Given these measures, the existing reserves 
appear to be considered adequate to absorb minor 
fluctuations in the external balance. Relatively few 
primary producing countries, however, possess re- 
serves large enough to permit major relaxation of 
trade and exchange controls without risk of grave 
deterioration. The margin of safety, in other words, 
continues to be a very narrow one, and in some of the 
countries in which restrictive policies are being ap- 
plied to the domestic economy they are chiefly for the 
purpose of protecting the external equilibrium. 


A greater appreciation of the close relationship be- 
tween internal and external equilibrium—and in par- 
ticular of the difficulty of satisfactorily balancing 
external accounts in the face of severe domestic imbal- 
ance—is perhaps one of the most notable features of 
the current economic outlook. It is apparent not only 
in those countries in which relatively mild inflationary 
pressures have been countered by credit restrictions, 
increases in commodity taxes, curbs on hire-purchase 
and other measures intended primarily to restrain the 
demand for imports—Australia, Colombia, New Zea- 
land, Peru and the Union of South Africa, for exam- 
ple—but also in countries in which the internal and 
external disequilibrium is far more deep-seated, in- 
cluding Argentina, Chile and Indonesia. 


The change in Argentine policy commenced in Oc- 
tober 1955 with devaluation of the peso. Part of the 
gain accruing to exporters from the higher peso prices 
which resulted was diverted to government use by 
means of taxes graduated in accordance with external 
market conditions on the one hand and two internal 
objectives—better balanced industrialization and res- 
toration of agriculture—on the other. The first of 
these objectives is to be furthered by support of indus- 
tries contributing most to restoring the external bal- 
ance—by producing exportable goods and by not 
consuming imports, for example—and of basic indus- 
trial facilities, such as transport and power, neglect of 
which created bottlenecks to development. Agriculture 
is to be stimulated not only by the higher peso prices 
for exports but also by basic guaranteed prices for the 
1955/56 crop and by special facilities for importing 
farm equipment. Underlying these reforms there is to 


be a reduction of the inflationary forces previously 
generated by deficits in the budgets of the Government 
and its various commercial agencies. 


The Indonesian stabilization programme also started 
in the second half of 1955 by a drastic cut in govern- 
ment expenditure, especially on capital account, and a 
liquidation of much of the government rice stock. Tax 
revenue was expanded by means of the imposition of 
substantial surcharges on imports; the main incidence 
of this appears—to judge by the subsequent course of 
prices—to have been on traders. Simultaneously, ex- 
ternal accounts were brought into equilibrium, chiefly 
by a rise in export receipts, especially from rubber. 
Reform in foreign trade control is intended to elim- 
inate quantitative restrictions so far as possible, and 
to improve the administration of exchange allocation, 
thereby restoring the price mechanism to a large ex- 
tent. A slight disinflationary effect was also achieved 
by requiring importers to pay for their currency re- 
quirements at the time of applying for a licence. The 
estimated budget deficit for 1956 is less than a third of 
that estimated for 1955—and not much over half the 
realized deficit in 1955—and is considered to be of 
manageable proportions, capable of being financed by 
non-inflationary means."* 


The drive for equilibrium in Chile appears to be 
directed along four interconnected fronts: loosening of 
the link between wages and the cost of living, reduc- 
tion of the budgetary deficit, tightening of bank credit 
and simplification of exchange control. The rise in the 
discount rate—graduated from 4.5 to 9 per cent or 
more in accordance with the ratio of borrowings to 
capital and reserves—forced the rationing of commer- 
cial bank credit and apparently induced some repatria- 
tion of funds held abroad. The benefit of this to the 
country’s external balance—indicated by a substantial 
improvement in the free market rate of the peso, which 
had deteriorated rapidly during 1954 and most of 
1955—has been reinforced by setting up a stabiliza- 
tion fund and standby credits organized jointly by the 
International Monetary Fund and official and private 
United States agencies, 


It is too early to predict success or failure for these 
measures; what seems more important in the present 
context is the very fact that such efforts are being 
made to restore internal equilibrium as an accom- 
paniment, if not a prerequisite, to the restoration of 
external equilibrium. A similar intention is discerni- 
ble in Thailand, where inflationary pressures were also 
powerful in 1955. While it is hoped that production 
will be stimulated by the relaxation of controls over 
trade, the immediate objective is to hold government 
expenditures in check, improve tax collection methods 
—thereby raising revenue—and reduce the 1956 


14 Address of the Indonesian Minister of Finance, reprinted 
in Ekonomi dan Keuangan Indonesia (Djakarta), January 
1956. 
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budget deficit to a level at which it can be financed by 
non-inflationary borrowing. The stabilization fund 


that was set up in mid-1955 also appears helpful in 


maintaining equilibrium in external accounts. 


Since changes in commodity prices and in export 
earnings have a direct effect upon revenue, in many 
primary producing countries budgetary intentions are 
quite vulnerable to the vagaries of the export market. 
Budget estimates alone, therefore, are an uncertain 
guide to the forces that are likely to influence internal 
equilibrium from the fiscal side. Nevertheless, it is not 
without significance that budgetary caution character- 
izes the 1955/56 or 1956/57 estimates of many of the 
primary producing countries. 


Neutral budgets are expected in a number of coun- 
tries, including El Salvador, Ethiopia and Iraq, and 
sizable surpluses on current account in Australia, New 
Zealand and the Union of South Africa. Though it is 
intended that enlarged rehabilitation or development 
expenditures will be more or less offset by increased 
revenue in Honduras and Mexico—the result of higher 
tax levels in the case of the former—price increases of 
up to 10 per cent are expected in the course of the 
year. The Government of Mexico recognizes that “the 
problem of internal price levels will have to be dealt 
with in 1956” and foresees a number of anti-inflation- 
ary measures, including, in particular, limiting bank 
credit by suspending discount facilities and enforcing 
reserve ratios, sterilizing the proceeds of sales by pub- 
lic investment and mortgage banks, as well as attempt- 
ing to induce consumers to retain some of ihe funds in 
their own hands, by minting silver coins for hoarding 
purposes. 


Budget deficits in India have gone hand in hand 
with deflationary tendencies in the past two years, and 
are not expected to have any “untoward effects” in 
1955/56. The second five-year plan, which comes into 
operation in 1956, however, is much more ambitious 
than the first; higher taxes—with a large excise ele- 
ment which may itself induce a price rise—will not 
prevent a substantially larger over-all deficit. Raw 
material prices reached their lowest average in mid- 
1955 and since September have been rising steadily. It 
may be signficant that the Government has recently 
taken a number of precautionary steps, including pro- 
hibition of pulse exports, increase of export duties on 
vegetable oils and investigation of the local commodity 
situation. Though a greater harvest is expected in 
1956, food stocks are being strengthened, and there is 
a general recognition of the importance of develop- 
ments in the agricultural sector. 


The only countries that have indicated any slacken- 
ing in 1956 of the rate of growth experienced in the 
past few years are to be found among those that are 
seeking greater stability through monetary and fiscal 
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restrictions, and even in these cases no marked rise in 
unemployment is foreseen. In Australia and New Zea- 
land, indeed, labour shortages are regarded as a more 
significant problem in 1956. In the Union of South 
Africa, “the post-war rate of increase in the gross na- 
tional product is expected to level off, mainly because 
of the limitation imposed by [a lag in] basic services 
and shortage of labour”. 


In China:Taiwan, by contrast, expansion in 1956 is 
expected to exceed that of earlier years because of the 
maturing of various investments. In India, also, an 
increased rate is expected, in line with the greatly en- 
larged scope of investment under the second five-year 
plan, which has as one of its principal targets the 
annual absorption of 2 million workers in other than 
agricultural employment. On a smaller scale, this ap- 
plies to Ceylon, too, where a six-year programme of 
public investment enters its third year in mid-1956. A 
new five-year development programme which is due to 
get under way in the Philippines should also raise the 
rate at which output has been increasing; as in the 
case of India, this programme has been shaped largely 
by the need to expand employment opportunities and 
reverse the upward trend in unemployment. In the 
Philippines, raising efficiency and reducing costs may 
prove equally urgent needs as its privileged position 
in the United States market is gradually lost in line 
with revisions to the Bell Trade Act of 1946. Iraq is 
also proceeding with its development programme, em- 
phasizing agriculture and irrigation; and a high rate 
of investment is expected in the Federation of Rho- 
desia and Nyasaland, both on private account in indus- 
try and mining and on public account in transport 
and power. Government investment is expected to 
increase in Egypt, while some expansion is foreseen 
in Pakistan, where development expenditure has 
tended to lag behind planned rates because of scarcity 
of skilled labour and other bottlenecks in resources. 


Development programmes whose principal aim is to 
step up the rate of domestic investment have to be 
designed, in the first instance, within the framework 
of the multiple problems of internal balance. However, 
since. investment in primary producing countries 
usually requires, in varying degrees, the use of capital 
goods obtainable only from abroad, and since the con- 
sequent rise in incomes usually involves some expan- 
sion in the demand for other imports, these develop- 
ment programmes inevitably transcend the problems 
of internal balance, and have also to be fitted into the 
framework of the external balance. To this extent, 
therefore, the economic growth of primary producing 
countries is a function of the demand for their export 
products and the international movement of capital, 
both of which, in turn, depend largely on progress and 
policies in industrial countries. In this sense, the out- 
look for the primary producing countriés as a group is 
bound up with that of the industria] countries. 


Chapter 6 


RECENT TRENDS IN THE CENTRALLY PLANNED ECONOMIES 


Economic activity expanded significantly in all cen- 
trally planned economies in 1955. Higher output per 
man and, to a lesser extent, higher employment con- 
tributed to an increase in industrial production. Agri- 
cultural output recovered in most countries, owing 
both to improved weather conditions and to the more 
favourable agricultural policies which had been intro- 
duced earlier. In several countries agriculture ac- 
counted for a larger share of the national income in 
1955 than in preceding years. With the notable excep- 
tion of mainland China and Yugoslavia, the share of 


investment in national income declined. However, the 
plans for 1956, the first year of the new five-year plans 
of development, provide for a marked increase in the 
investment share in a number of countries. 


Foreign trade also rose in 1955, but in contrast to 
earlier years, trade within the group rose less than 
trade with the rest of the world. Exports expanded far 
more rapidly than imports, so that the net import bal- 
ance of the first half of 1954 was converted to a net 
export balance in the first half of 1955. 


Domestic Economic Developments 


INDUSTRIAL PRODUCTION AND EMPLOYMENT 


Industrial production in all centrally planned econ- 
omies rose in 1955. In Bulgaria, Poland and the Soviet 
Union, the rate of increase was approximately the 
same as in 1954, and in eastern Germany slightly less, 
but in countries which had experienced a substantial 
decline in rate of growth in 1954—Czechoslovakia, 
Hungary and Romania—the rate was accelerated in 
1955, as shown in table 91. The sharp fluctuations in 
the rate of growth in these three countries reflect the 
fact that their output, more than that of the other cen- 
trally planned economies, had been hampered by bottle- 
necks during the period of rapid expansion before 


1953 and by a slackening in the rate of increase in 
output per man. 


The only country of the group where the rate of 
expansion fell sharply was mainland China: in 1953 
industrial production had risen by 32 per cent, in 1954 
by 17 per cent and in 1955 by only 7 per cent. This 
slackening in the rate of growth was largely the result 
of the rapid absorption of unused capacity, which had 
existed in appreciable amounts at the beginning of the 
current plan of development, especially in consumer 
goods industries; indeed, the decline in the rate of 
expansion in 1955 was chiefly due to a sharp decelera- 
tion in the output of consumer goods. Furthermore, 


Table 91. Indices of Industrial Production, by Country 
(Preceding year=100) 


1955 


Producer Consumer Producer Consumer 

Country Total goods goods Total goods goods 
Bulgaria ...... eee ee eee eee ee 109 116 103 110 we 1062 
China, mainland ............... 117 120 114 107 114 103 
Czechoslovakia .............045. 104 104 105 110 109 112 
Germany, eastern ......-..-. 006s 110 110 110 108 109» 107° 
Hungary .....-- eee eee eee e eee 103 94 109 108 109» 107> 
Bolaid 24.susotdbuspneess fe i. cis 1 106s 
Romania ......:ecceceeeeeeceee 107 104 111 114 116 110° 
WSS Rissciehie sees ears Cae eee 113 114 113 112 116 110 
Yugoslavia ..........- eee eee eee 114 weet 115 116 weve 113 


Source: Reports on fulfilment of plans; Federal 
Statistical Office, Indeks, No. 3 (Belgrade), 
March 1956; Memorandum of the Government of 
the People’s Republic of China to the Economic 
Commission for Asia and the Far East (ECAFE/ 
L.103; mimeographed) ; estimates of the United 


Nations Bureau of Economic Affairs and the 
secretariat of the Economic Commission for 
Europe. 

a Planned. 

b Estimated. 

© Indices for capital goods: 1954, 104; 1955, 
117; for basic materials: 1954, 114; 1955, 118. 
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Table 92. Indices of Industrial Production, and of 
Output of Fuel, Power and Basic Materials 
(Preceding year=100) 


Other eastern 


USSR European countries® 
Item 1954 1955 1954 1955 
Industrial production .. 113 112 108 109 
Coal and lignite .... 108” 113° 104¢ = 107° 
Crude oil .......... 112 119 110 110 
Electric power ..... 111 113 109 113 
Pig-iron ........... 109 ill 108 114 
Crude steel ........ 108 109 103 109 
Cement ..........5. 119 118 102 114 


Source: Reports on fulfilment of plans; the aggregate index 
of industrial production was estimated by the United Nations 
Bureau of Economic Affairs, on the basis of 1938 weights. 


a Bulgaria, Czechoslovakia, eastern Germany, Hungary, 
Poland, Romania. 


bIncluding brown coal and lignite on ton-for-ton basis. 
¢ Hard coal, brown coal and lignite in hard coal equivalent. 


the situation in 1954 and 1955 was influenced by shifts 
in the allocation of investment, from small-scale indus- 
tries, where substantial increases in output could be 
achieved rapidly, to large-scale heavy industries with 
much longer periods of maturation. 


Although the available information on changes in 
output of producer and consumer goods is incomplete, 
it is probable that, in contrast to 1954, output of pro- 
ducer goods in 1955 increased faster than that of con- 
sumer goods in several centrally planned economies. 
The most striking change occurred in the Soviet 
Union, where differences in the rates achieved by these 
two sectors had been rather small before 1954, where- 
as in 1955 the output of producer goods expanded at 
a rate 1.6 times higher than that of consumer goods. 
Only in Czechoslovakia, and perhaps in Poland, did 
the output of consumer goods increase more than 
that of producer goods. These changes in relative rates 
of growth were partly the effect of the renewed em- 
phasis placed on producer goods industries in 1954, 
which was reflected in the pattern of output in 1955, 
and in plans for 1956. 


An important change in the pattern of production in 
1955 was the fact that the output of fuel, power and 
basic materials rose more rapidly than total produc- 
tion, indicating a further improvement in the balance 
between supply and demand of these products (see 
table 92). For the group of six countries for which an 
ageregate index of industrial production was com- 
puted, the ratio of the output of energy and fuel, as 
well as of basic materials, to total production in- 
creased significantly. In the Soviet Union, where the 
divergence between changes in total output and those 
in basic materials and fuel and power had been much 
smaller, it also narrowed, especially in oil. In contrast 
to 1954, the improvement in 1955 was not achieved 
through a greater deceleration in total production 
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than in fuel, power and basic materials, but through a 
larger increase in their output as compared with total 
production. 


In all countries except Yugoslavia, the rise in indus- 
trial production in 1955 was achieved chiefly through 
a substantial increase in output per man (see table 
93). As in the case of industrial production, the rates 
of increase in output per man, which had declined 
sharply in 1954 in most countries, in 1955 generally 
regained or exceeded the rates achieved in 1953.1 The 
improvement was due not only to the elimination of 
some bottlenecks bur also to more stringent enforce- 
ment of regulations linking wage increases to produc- 
tivity. 

Employment generally rose less than in 1954—in 
most countries by about 2 per cent. Although available 
manpower was probably increased by a reduction in 
the armed forces,” the policy of increasing the agricul- 
tural labour force, or at least preventing its reduction, 
continued; in several countries, shortages of labour 
persisted in certain industries and in building. In 
Yugoslavia the rise in industrial production was main- 
ly accounted for by the increase in employment which 
rose at approximately the same rate in 1954 and in 
1955. Output per man, which had been unchanged in 
1954, rose 3 per cent in 1955. 


AGRICULTURAL PRODUCTION 


There was a marked recovery in agricultural pro- 
duction in most centrally planned economies in 1955, 
as shown in table 94. Contributing to the rise in pro- 
duction were both improved weather conditions and 
more favourable policies toward agriculture which had 


1In the Soviet Union output per man in 1954 increased at 
a slightly higher rate than in 1953 while in Poland the rate 
of increase was smaller in 1954 compared with 1953. 

2 Reductions announced for the armed forces of Bulgaria, 
Czechoslovakia, Hungary, Poland, Romania and the Soviet 
Union represented from about one per cent to 1.5 per cent 
of the number of wage and salary earners. 


Table 93. Indices of Employment and Output Per 
Man, by Country 

(Preceding year=100) 

Employment Output per man 


Country 1954 1955 1954 1955 


Bulgaria ............. 106 102 102 108 
China, mainland? ..... 110 oat 115 oaks 
Czechoslovakia ....... 102 102 102 108 
Germany, eastern ..... 105 100 104 108 
Hungary ............ 104 102 99 106 
Poland ............. 104 104 107 106 
Romania ............. 104 103 103 lll 
SSR: esse nase sabe 106 102 107 108 
Yugoslavia ........... 114 = 118 100 =: 103 


Source: Reports on fulfilment of plans; Yugoslavia: Federal 
Statistical Office, Indeks, No. 3, March 1956. 
a State and joint government-private enterprises. 
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been introduced earlier; these included substantially 
increased supplies of fertilizers, farm machinery, 
equipment and building materials, reduced taxation 
and delivery quotas, higher government prices for 
farm produce and greater supplies of industrial con- 
sumer goods for rural areas. 


Increases in agricultural production were chiefly 
due to much better harvets. The number of cattle 
rose very little in most countries, but the number of 
pigs increased significantly in all except the Soviet 
Union. Grain output was higher in most countries— 
above the post-war peak and also above the pre-war 
level of output in countries where it had not been 
reached before 1955. In the Soviet Union, for which 
more detailed data are available, the icreases were 
substantial or most crops, as may be seen from the 
following indices (1950=100).? Raw cotton and 
potatoes were exceptions. 


1954 1955 
Grain. iio eee aes 105 129 
Sunflower seeds .......... 106 207 
Sugar-beets .......... tei OD 147 
Raw cotton .......ccecene 118 109 
Flax fibre ......... 22é%%e%- - 85 149 


Higher yields were largely responsible for the rise 
in output; acreage increased only slightly in all coun- 
tries except the Soviet Union and declined in eastern 
Germany. In the Soviet Union, where the area under 
crops increased by 12 per cent in 1955, only about 
one-third of the increment in output was due to this 
extension, owing to poor weather conditions in the 


3 Pravda (Moscow), 15 February 1956. 


eastern areas where most of the newly cultivated land 
is located. 


NATIONAL INCOME, INVESTMENT AND CONSUMPTION 


The acceleration in both industrial and agricultural 
production led to a larger rise in national income in 
1955 than in 1954 in most centrally planned econo- 
mies (see table 95). Only in mainland China and, to a 
lesser extent, in the Soviet Union did national income 
rise at a lower rate than during the preceding year. In 
contrast to developments during most of the post-war 
decade, the share of agriculture in national product 
increased in 1955 in several countries, including 
Czechoslovakia, Yugoslavia and, notably Romania. 


In Bulgaria, mainland China, eastern Germany and 
Romania, investment rose between 8 and 15 per cent 
in 1955. In the latter two countries investment had 
declined in 1954, and had not regained the 1953 level 
in 1955, In Poland investment increased only slightly 
in both 1954 and 1955—by 2 and 3 per cent, respec- 
tively—and in Czechoslovakia it remained at its 1953 
level in 1954 and 1955. The only country in which 
investment declined during both years was Hungary, 
where it fell by 30 per cent in 1954 and again by 10 
per cent in 1955. In the Soviet Union the rate of in- 
crease in investment, after rising from 4 per cent in 
1953 to 15 per cent in 1954, fell to 6 per cent in 1955. 


In most countries the share of investment in national 
income declined in 1954, and also in several cases in 
1955, though to a lesser extent. In the Soviet Union 
the share of investment in national income, which had 
declined substantially in 1953, increased in 1954, but 


Table 94. Indices of Agricultural Output, by Country 
(Preceding year=100) 


Total Grain Cattle Pigs 

Country 1954 1955 1954 1955 1954 1955 1954 1955 
Bulgaria... .....0 00. c sees e eee, ek me 79 135 ee “fait vce 
China, mainland.................. 103 107 102 107 106 sess 106 wars 
Czechoslovakia*.................. 98 lll ie 118° 100° 101° 118¢ 117 
Germany, eastern............0.00- ae : 95 106 100° 99° 102° 108° 
FN ary sss see a ates cease a! 94 90 114 ais 102¢ ead 118° 
Poland! sis oa odes fete Seen eas 105 103 98 - 421 104¢ 1038 1008 11lle 
Romania®......... 20. cece ce eee 95 121 er 133 obs wee sara aus 
USSR icc actew tsetse aerate ae Ae 104 122 106: 106? 108! 1023 
Yugoslavia... 2... cece cece ee 86 116 75! 130! 112 95* ee ane 

Source: Replies of governments to the United Nations ques- @ March. 

tionnaire of 18 November 1955 on full employment and balance © October. 


of payments; reports on fulfilment of plans and other official 
sources; United Nations, Economic Survey of Europe in 1955 
(sales number: 1956.II.E.2). 

In 1955, crop output rose 14 per cent and livestock pro- 
duction 8 per cent. 

b Wheat, rye, barley. The output of all grains in 1955 was 
6 per cent above 1953. 

© Data for end of year. 


f£In 1954, crop output rose 7 per cent and total livestock 
production 2 per cent, compared with 1953. 

z June, 

hThe number of cattle was 9 per cent higher and of pigs 
55 per cent greater in 1955 than in 1953. 

i October. 

J Total crop output. _ 

« Total livestock production. 
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Table 95. Indices of National Income, Investment and Retail Sales, by Country 
(At constant prices; preceding year=100) 


National 
Country income 
Bulgaria: 22 dcacemdias eee. thes 
China, mainland ............... 1098 
Czechoslovakia .............04.- 104 
Germany, eastern ............06- 109 
Hungary 6. icv. cuecewes deer se ee 99 
Poland) s:cc:c's Sasissge is aeneineds 107 
Romania, 3 iil.cis tau eww cess 104 
USSR seed Sah vere wns wee aa eee 11 
Yugoslavia? ............. cece eee 103 


104 


1955 


Invest- Retail ~ National Invest~ Retail 
ment sales income ment sales 
Sie 114 108 115 
114 112 106 115 107 
100 120 109 100 ill 
89 114 111 112 107 
70 121 108: 90 105 
102 118 108 103 lll 
sia 115 118 109 110 
115 118 110 106 105 
112 120 110° 113 107 


Source: Reports on fulfilment of plans; replies 
of governments to the United Nations question- 
naire of 18 November 1955; United Nations, 
Economic Survey of Europe in 1955; Yugoslavia: 
Federal Statistical Office, Indeks, No. 3, March 
1956; Memorandum of the Government of the 
People’s Republic of China to the Economic Com- 
Saree for Asia and the Far East (ECAFE/ 
L.103). 


fell again in 1955. Mainland China and Yugoslavia 
were the only countries of this group in which invest- 
ment increased in relation to national income both in 


1954 and in 1955. 


The effect on consumption of the changes in na- 
tional income and investment cannot be easily ascer- 
tained because of lack of comparable data on changes 
in inventories, military expenditure and balance of 
trade. The announced reductions in the armed forces 
were accompanied in most countries by a rise in 
planned military outlays in the budgets for 1955, fol- 
lowing reductions in 1954..So far as can be judged 
from data on retail sales, the rise in consumption of 
marketable goods was less in 1955 than in 1954; ex- 
cept in mainland China, Czechoslovakia and Poland, 
the rise in consumption in 1955 was also less than in 
national income.* In 1954, by contrast, increases in 
sales had by far exceeded the rise in national income. 
Apart from the possible effect of changes in military 
expenditure, the divergence between changes in na- 
tional income, investment and retail sales in 1954 and 
1955 was due largely to fluctuations in the supply of 
food in relation to national income. The supply of 
food during most of 1955 was influenced by the poor 
harvest of 1954, while the rise in national income in 
1955 was in part the result of the increase in agricul- 
tural output, which was not fully reflected in consump- 
tion before 1956. In addition, the decumulation of 
stocks which had occurred in 1954 ceased in 1955, 
either because stocks were already drawn down or 
because of decisions to replenish government reserves. 


4Jn mainland China, however, the share of marketable goods 
in total consumption is smaller than in most of the other 
centrally planned economies. 


a Ageregate gross output of industry and agri- 
culture. 

b Indices of national income were furnished by 
the Government of Yugoslavia to the United 
Nations Bureau of Economic Affairs; indices of 
investment are estimates of the Bureau of Eco- 
nomic Affairs. The index of national income in 
1954 differs from that given in table 47, possibly 
because of revisions or differences in coverage. 


Finally, imports of consumer goods, which had in- 
creased significantly in 1954, slackened in 1955. 


In Yugoslavia, investment in 1954 increased more 
than national income, but retail sales rose at even 
higher rates. This was probably due to the fact that 
while the rise in national income was limited by a 
decline of 25 per cent in agricultural production in 
1954, the supply of food during that year showed a 
marked improvement owing to the 52 per cent rise in 
agricultural output which had occurred in 1953. The 
supply situation during most of 1955 was influenced 
by the poor harvest of 1954, and the share of con- 
sumption in national income seems to have declined. 


Table 96. Indices of Average Real Wages, 
by Country 
(Preceding year=100) 


Country 1954 1955 
Bulgaria 3s. ..205 ceca he cus hie elas 105% =: 104a 
China, mainland” ..................00. 103 105 
Czechoslovakia .......... cee eee eee 120° 102 
Fun Bary cies aes ents ees Peers 115 104 
Poland: occa titanate big mcers setae eis. ote 113 106 
Romania. 22) ccc tase nee ea es baa eae 108 108 
ISSR oiccsieesereteee doa e teisiane eats eck Sweatt adi 105 103 
Yugoslavia 5: s6-2i indie yet enc aie eae 108 914 


Source: Reports on fulfilment of plans and replies of gov- 
ernments to the United Nations questionnaire of 18 November 
1955; Yugoslavia: Federal Statistical Office, Indeks, No. 3, 
March 1956; People’s Daily (Peking). 

a Money wages; the increase in real wages was greater 
because of price reductions. 

b Money wages and salaries in State and joint State-private 
sectors. 

eEnd of 1954 compared with third quarter of 1953. 

4 First half. 
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Changes in prices in government and co-operative 
trade and in money wages were more nearly in line 
with changes in supply in 1955 than they had been in 
1954, and this led to a relaxation of pressure of de- 
mand upon supply. Despite this improvement, specific 
shortages continued to exist; as in the previous years, 
meat, fats and some durable consumer goods were in 
short supply in most countries.= Prices of consumer 
goods were reduced in Bulgaria, Czechoslovakia, Po- 
land and Romania, but the reductions were substan- 
tially smaller than in 1954.° In the Soviet Union, 
however, for the first time since 1947, there was no 
general reduction in retail prices in government and 
co-operative trade;? on collective farm markets, food 
prices during the first nine months of the year were 
substantially higher than during the same period in 
1954, but after the new harvest they declined and were 
below the level of the fourth quarter of the preceding 
year. The cost of living in Yugoslavia, which had 
dropped about 2 per cent in 1954, increased about 13 
per cent in 1955. | 


As a result of these developments, real wages in- 
creased much less than in 1954 except in mainland 
China, as may be seen from table 96. Average real 
incomes of peasants generally increased more than 
real wages. In Poland, Romania and the Soviet Union, 
countries for which quantitative data are available, 
average peasant incomes rose by 7, 15 and 7 per cent, 
respectively, in 1955 while real wages rose by 6, 8 and 
3 per cent. In Yugoslavia, real wages increased by 
about 8 per cent in 1954, but in the first half of 1955 
they declined by about 10 per cent. 


PLANS FOR 1956 


The plans for 1956, the first year of new five-year 
plans in most of the centrally planned economies, rep- 
resented a departure from the policies of the previous 
two years. The most significant changes in countries 
for which data are available were very sharp increases 
in planned investment, both in absolute terms and in 
relation to national income (see table 97). While it 
was planned to increase national income by 8 per cent 
in Czechoslovakia, 6 per cent in Hungary and prob- 
ably no more than 9 per cent in eastern Germany, the 
planned increase in investment was 20, 30 and 40 per 
cent, respectively. In the Soviet Union, investment was 
to increase by 15 per cent, that is, by the same per- 
centage as in 1954, but 2.5 times the increase in 1955. 
Poland, for which final data are not available, planned 
a considerable increase in the share of investment in 


5 However, in several countries retail stocks of unsaleable 
consumer goods, especially low-quality textiles, increased sub- 
stantially in 1955, an indication of gains in levels of living 
and consumer demand for quality, largely a result of improve- 
ments after 1953. 

6In Poland, for instance, the retail price index declined 
6 per cent in 1954 and 2 per cent in 1955. 

7 Exceptions were substantial reductions in prices of tele- 
vision sets, cameras and some aluminium kitchen ware. 


national income for 1956. In conformity with this 
programme, the output of producer goods in most 
countries was to increase at a substantially higher rate 
than that of consumer goods. In the Soviet Union, 
however, the difference between these rates was very 
small. Industrial employment was to rise by about 2 
per cent in most countries, while the planned increase 
in output per man was 5 to 9 per cent in 1956. Planned 
increases for 1956 in industrial production were some- 
what lower than actual achievements in 1955 in 
Czechoslovakia, Hungary, the Soviet Union—and per- 
haps Poland and Romania—and slightly higher in 
Bulgaria® and eastern Germany. In mainland China, 
however, the plan called for a 22 per cent increase in 
industrial production, against 7 per cent in 1955. 


Incomplete data on the allocation of investment 
among various sectors indicates that in most countries 
the largest increases were planned for engineering in- 
dustries and those producing basic materials, fuel and 
power. In the Soviet Union, for which data are more 
complete, the plan provided for an increase in the 
share of investment allocated to heavy industry, agri- 
culture and transport, and a decline in the share of 
investment in consumer goods industries, as shown in 
the following percentages.® 


1955 1956 
Actual Planned 
Heavy industry .......... 00 cece eens 57 60 
Light industries and food processing . 8 5 
Agriculture .........0. cece sees eneee ll 13 
Transport and communications ....... 12 14 
OUer tates eee vate le’s exis b avaga esane 13 9 


8Planned increase of 12 per cent, compared with actual 
increase of 10 per cent in 1955. 

9‘ Distribution of investment in 1955 estimated by the secre- 
tariat of the Economic Commission for Europe; 1956 data 
based on statement of Minister of Finance, reported in 
Pravda, 27 December 1955, 


Table 97. Planned Targets for 1956, Czecho- 
slovakia, Eastern Germany, Hungary and the 
Union of Soviet Socialist Republics 


(1955=100) 
Czecho- Eastern 
Item slovakia Germany Hungary USSR 

National income ........ 108 eas 106 2a 
Investment ............. 120 140 130 115 
Industrial production .... 109 109 106 111 

Producer goods ...... 110 ill 110 111 

Consumer goods ...... 107 105 103+ = =110 
Industrial employment .. 102 eats 102 102 

Output per man ...... 107 109> =: 105 108 
Agriculture ............ 109 — 103 
Retail sales ............ 105 105 104¢ 


Source: Pravda, 27 December 1955; Zycie Gospodarcze 
(Warsaw), 11 March 1956; replies of the Governments of 
Czechoslovakia and Hungary to the United Nations question- 
naire of 18 November 1955. 

41t was planned to increase the production of food by 10 
per ceht and to reduce the output of light industries by 3.8 
per cent. 

b Government industries only. 

¢ Consumption was to increase 5 per cent. 
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In Yugoslavia, emphasis for 1956 was placed on the 
elimination of disproportions caused by the high rate 
of investment during previous years. National income 
was to increase by 4 per cent, compared with the 10 
per cent gain achieved in 1955. At the same time, 
investment was scheduled to decline and its compo- 
sition was to be altered in favour of consumer goods 
industries and agriculture, with preference given to 
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projects with short periods of maturation. Industrial 
production was to increase at a slower rate than in 
1955; among industrial items, output of consumer 
goods was to rise faster than that of basic materials. 
The rate of increase in employment was to be substan- 
tially less, while productivity was to rise more than 
in 1955. 


Foreign Trade 


_ Trade of the centrally planned economies continued 
to expand in 1955, However, in contrast to the trend 
prevailing during most of the post-war decade, trade 
with the rest of the world expanded more than trade 
within the group. This is suggested by the data repro- 
duced in table 98; while incomplete, it covers a large 
proportion of the total trade of the centrally planned 
economies and. may therefore be considered indicative 
of the general tendency. The shift was particularly 
significant in the case of Czechoslovakia, eastern 
Germany and Poland, which together accounted for 
about 35 per cent of the trade of the centrally planned 
economies in 1954, but the percentage change was even 


greater in countries with a smaller volume of trade with 
the west, such as Hungary and Romania. While the 
trade of mainland China with the rest of the world also 
increased at a higher rate than its trade with the other 
centrally planned economies, it is not known whether 
a similar shift occurred in the trade of the Soviet 
Union. 


A tendency for trade with the rest of the world to 
increase had appeared in 1954 in Czechoslovakia and 
Poland and, most significantly, in the Soviet Union, 
but in 1955 this trend apparently became general. 
Trade of the Soviet Union with the rest of the world 


Table 98. Indices of Trade Turnover, by Country 
(Preceding year=100) 


Country 


1955 


Bualgavia, occccsecce eens s cee cect dea ces 
China, mainland ............. 2c eee eee eens 
Czechoslovakia ......... cece eee neces 
Germany, eastern ....... 0c eee eee e eens 


With other 

centrally planned With rest 
1954 Total economies of world 
107 hare eats see 
105 1134 1114 122 
105 114 107 134 
123 112 109» 120° 
104 110 ae 158° 
109 104 934 130° 
105 112 105 200° 
109 avas 99 


Source: United Nations, Economic Survey of 
Asia and the Far East, 1955 (sales number: 
1956.IL.F.1), and replies of governments to the 
United Nations questionnaire of 18 November 
1955. Mainland China: People’s Daily, 30 July 
and 5 October 1955; Ta Kung Pao (Tientsin), 
11 February 1955; Czechoslovak Economic Bulle- 
tin, No. 306, 1956 (Prague); Prague News 
Letter (Prague), 20 August 1955; Statistische 
Praxis (Berlin), October 1955; Die Wirtschaft 
(Berlin), 13 October and 3 November 1955, 9 
February 1956; Hungarian Review, No. 7, 1955 
(Budapest) ; For a Lasting Peace, for a People’s 
Democracy (Bucharest), 10 February 1956; 
Trybuna Ludu (Warsaw), 20 April 1954, 1 Feb- 
ruary 1956; Gospodarka Planowa (Warsaw), 
January 1956; Scinteia (Bucharest), 23 August 
1955, 10 February 1956; Planovoe Khozyaistvo, 
No. 1, 1954 (Moscow); Vneshnyaya Torgovlya, 
Nos. 7, 10 and 11, 1955 (Moscow); Pravda, 
15 August 1955, 22 February 1956. 

® First eight months of 1955. Trade with the 
rest of the world represented 20 per cent of the 
total trade of mainland China in 1955. 


b Data on east-west trade relate to nine months 
of 1955 compared with the same period of 1954. 
The index for trade within the group is derived 
from the index of eastern Germany’s total trade 
and its trade with the rest of the world; the 
latter represented 25 per cent of ‘the total trade 
of eastern Germany in 1954. 

¢ Exports only; total exports increased 15 per 
cent in 1955. 

4The index for trade within the group is de- 
rived from that of total trade and of Poland’s 
trade with the rest of the world, which was equal 
to 30 per cent of the total in 1954. 

eIndex of trade with western Europe, 122; 
with non-European countries, 148. 

f£Trade with western Europe only. 

Based on the following data on trade turn- 
over at current prices (in billions of roubles): 
total trade: 1952, 20.8; 1953, 23; 1954, 25; 
trade with the centrally planned economies: 1952, 
16.6; 1953, 19.0; 1954, 19.6; 1955, 19.5. 
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had increased much more rapidly than its trade with 
other centrally planned economies in 1954, the respec- 
tive increases being 35 and 3 per cent. In 1955, its 
trade with the other countries of the group declined 
slightly.*° 


During the first half of 1955, the trade of the cen- 
trally planned economies with the rest of the world 
increased by 15 per cent, compared with the same 
period in 1954 (see table 99), but probably even then 
did not represent more than about 30 per cent of the 
total trade of the centrally planned economies. 


Exports of the centrally planned economies increased 
30 per cent during the first half of 1955 compared 


10 Trade with Yugoslavia was stimulated by credits received 
from some of the countries of eastern Europe and was many 
times its very low 1954 volume. The Soviet Union extended 
a ten-year credit to Yugoslavia, consisting of $54 million and 
a gold or foreign currency loan of $30 million; the credit, 
bearing 2 per cent interest, was repayable in kind. The trade 
agreement for 1956 was set at double the 1955 value of trade. 


with the corresponding period of 1954, while imports 
increased only 3 per cent. As a result, a net import 
balance of about $130 million in the first half of 1954 
was replaced by a net export balance of about $60 
million. This change was accounted for in large part 
by a reduction in the net imports of the Soviet Union, 
the aggregate trade balance of the other countries of 
the group having changed only slightly. 


In 1955, western European countries continued to 
account for more than half the trade of the centrally 
planned economies with the rest of the world. Trade 
with these countries increased during the first half of 
1955 by 17 per cent, and with Finland by just over 10 
per cent. The deficit of about $44 million with western 
Europe in the first half of 1954 was replaced by a sur- 
plus of about $10 million during the corresponding 
period of 1955. The Soviet Union’s imports from 
OEEC countries declined, so that there was a marked 
increase in its net export balance with this area, 
mainly with the United Kingdom. 


Table 99. Trade of Centrally Planned Economies with Rest of World? 
(Millions of dollars; f.0.b.) 


Other eastern 


USSR European countries Mainland China Total 
Reporting area and ___ oo Ssaennn REET RN 
period» Exports Imports Exports Imports Exports Imports Exports Imports 
Total 
D954) ne ing ey tiae's eiecers aie 204.5 847.5 349.6 365.5 161.8 135.0 715.9 848.0 
J955? cee es seesaw we 230.6 235.3 481.1 498.2 221.2 137.8 932.9 871.3 
Canada and United States: 
VOSA go srhensiare erases 3e.6 5.9 2.9 15.1 1.0 15 — 22.5 3.9 
LOD sah ea shareteng geal wees 6.3 17 19.2 5.6 2.0 1.0 27.5 8.3 
Latin America: 
VODA i cicieettete di eapialore St wee 7.0 55.1 33.2 34.6 11 4.3 41.3 94.0 
LOD vases eases ohee eisai wig 14.3 32.4 42.0 48.4 1.0 1.7 57.3 82.5 
Middle East: 
DOG Ae cdcd estan edd yh Sa granite U7 12.6 29.4 18.6 5.6 10.3 42.7 41.5 
J955: cc ciciete tre Sanreieeeues 17.7 17.0 24.2 26.4 2.4 8.5 44.3 51.9 
Western Europe: 
LOGE: csvaceteca a lenere ee wise tied eae 146.8 140.1 209.9 264.7 40.6 36.3 397.3 441.1 
19D ait iat wiev ork sinless 145.9 96.6 295.4 337.3 55.7 52.6 497.0 486.5 
Finland 
LSA ia aed bors Guasivata cuaeze Spesersier 33.5 74.3 39.1 17.7 1.7 12 74.3 93.2 
MODS: : 6 i aiioaied Select tact ss 38.1 65.6 51.0 20.3 1.9 3.8 91.0 89.7 
Asia and the Far East: 
LOGE vase cv tion aca ars eee eiele 2.1 7.7 10.1 12.4 101.9 81.8 114.1 101.9 
Dia sieden§ Aetpoceareem et 3.4 3.4 28.9 26.2 140.8 66.3 173.1 95.9 
Other areas:4 
L954 yi Ba Sure harsieges wie ee 15 54.8 12.8 16.5 9.4 1.1 23.7 72.4 
OD cesses coecasn. eevee Suave bees 4.9 18.6 20.4 34.0 17.4 3.9 42.7 56.5 


Source: United Nations, Monthly Bulletin of Statistics, Feb- 
ruary 1956; Direction of International Trade, a joint publica- 
tion of the Statistical Office of the United Nations, the Inter- 
national Monetary Fund and the International Bank for 
Reconstruction and Development. 

a Data as recorded by the trading partners of the centrally 
planned economies. 


b First half of each year. 


© Metropolitan countries in the Organisation for European 
Economic Co-operation. 


4 Residual figures from total world trade with eastern Europe 
and mainland China. 
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The trade of the centrally planned economies with 
North America increased by one-third in the first half 
of 1955, from the very low level in the first half of 
1954. Despite the increase in 1955, trade with North 
America still accounted for only about 2 per cent of 
all east-west trade. 


Trade with the world, excluding Europe and North 
America, in 1954 and 1955 accounted for one-third of 
total east-west trade, and it increased by about 10 per 
cent from the first half of 1954 to the first half of 
1955.** This rise was due entirely to greater exports, 
which increased by about 40 per cent, while the value 
of imports dropped by about 10 per cent, the result 
being a sharp increase in the export balance of the 
centrally planned economies with this part of the 
world. Trade with Asia and the Far East rose by one- 
quarter, trade with Burma, India, Indonesia and 
Japan being prominent in the increase. Trade with the 
Middle East also rose by 14 per cent, reflecting in 
large part the expansion of trade with Egypt. In trade 
with Latin America, which had grown considerably in 
1954, as well as in trade with dependent territories 
and the oversea sterling area, total turnover did not 
rise during the first half of 1955 but in each case the 
exports of the centrally planned economies increased 
while their imports declined. 


The growing importance of mainland China’s trade 
was responsible for much of the increase in the trade 


11 Trade with primary producing areas increased less than 
that with western Europe and North America, despite a per- 
ceptible shift in the trade of several centrally planned econo- 
mies towards the former areas. This was especially significant 
in the trade of eastern Germany. In 1950 only 7 per cent of 
its total trade with the west was with under-developed areas, 
but the share of this trade rose to about 20 per cent in 1954 
and to more than 25 per cent in 1955. Similar tendencies were 
apparent in the trade of Czechoslovakia and Poland. 
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of the centrally planned economies with Asia and the 
Far East. Thus, the increase in trade with Japan 
largely reflected the expansion of Chinese exports.” 
The trade of eastern European countries with Asia 
and the Far East, although much smaller than that of 
mainland China, also expanded substantially in 1955. 
Hungary and Poland, for example, quadrupled their 
exports to Indonesia, and several agreements con- 
cluded between eastern European and Asian countries 
indicated an intention to expand this trade in the near 
future. 


Imports of centrally planned economies from the 
Middle East in 1955 were concentrated mainly on 
Egyptian cotton; these absorbed between one-fifth and 
one-sixth of Egypt’s total exports of cotton in the 
course of the year. In exchange Egypt received capital 
goods and armaments. 


The fragmentary information available on the com- 
position of trade among the centrally planned econo- 
mies does not suggest any marked change in 1955 
although the share of capital goods may possibly have 
declined somewhat since 1954. Certain significant 


12 During the first three quarters of 1955, mainland China’s 
exports to Japan were almost twice as large as during the 
corresponding period of 1954. 

13 A certain divergency in trends appears in the 1955 foreign 
trade plans of eastern Germany and Poland. For the former, 
the largest increases were scheduled to occur in exports of 
rolling mill and textile manufacturing machinery, which were 
to rise by over 50 per cent (Statistische Praxis, June 1955). 
Polish planned exports, however, envisaged a 19 per cent in- 
crease in manufactured consumer goods during 1955 and only 
a 3.2 per cent increase in sales of machinery and transport 
equipment (Polish Foreign Trade, Nos. 28 and 29, 1955 
(Warsaw), and Vneshnyaya Torgovlya, No. 7, 1955). The share 
of machinery and industrial equipment in total imports was to 
drop by 3 per cent and the share of industrial raw materials 
was to be raised correspondingly. 


Table 100. Composition of Trade 


(Millions of dollars) 
1954 First nine months 1955 First nine months 
Other Other 
eastern European 5 eastern European 
Item USSR countries Mainland China USSR countries Mainland China 
Total exports* of reporting countries®....... 284.5 397.9 49.0 249,2 491.6 72.9 
Foodstuffs ........ccee cece eee eecaee 58.3 121.5 — 33.8 151.0 0.4 
Raw materials .............. eevee ar eve 46.2 113.6 11.7 42.2 131.8 15.5 
Machinery and transport equipment.... 94.5 45.8 4.8 104.6 42.0 7.2 
Other manufactured goods ............ 82.4 113.7 32.5 68.1 163.4 49.7 
Total imports* of reporting countries?....... 287.9 436.4 88.8 347.2 577.3 114.6 
Foodstuffs ....... 0. ccc cee cee ce eeees 69.0 101.5 30.7 57.9 125.9 35.4 
Raw materials ...........0 0c e eee eeee 164.2 174.9 46.4 209.4 219.3 58.7 
Machinery and transport equipment.... 5.8 35.3 — 9.3 50.5 0.3 
Other manufactured goods ............ 49.0 122.3 11.7 70.5 180.6 . 20.2 


Source: United Nations, Commodity Trade Statistics. Data 
exclude re-exports of the reporting areas. 

a Total trade includes additional commodities and trade with 
reporting countries not covered in the individual categories. 

b Countries in the Organisation for European Economic Co- 
operation, except Switzerland; Canada, Finland, Malaya, United 


States; in addition, Japan, Nigeria and Yugoslavia in 1954, El 
Salvador in 1955 and January to September 1954, and Nether- 
lands Antilles in 1955. The share of these countries in the 
total trade of the centrally planned economies is estimated at 
about 12 per cent in terms of yalue, constituting 70 per cent 
of total east-west trade in 1954. 
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changes in the composition of their exports to North 
America, western Europe and Finland, and to the one 
or two other countries covered by available data, are 
shown in table 100.1* The share of manufactured 
goods in the exports of the centrally planned econo- 
mies increased from 26 per cent of the total to 32 per 
cent, that of food declined from 26 to 21 per cent, 
while the share of raw materials changed only slightly 
during the first nine months of 1955 as compared with 
the same period in 1954. The change in the compo- 
sition of their imports from the countries listed in the 
table was generally insignificant, but the share of 
machinery and equipment in their imports declined 
slightly. 


14 The reporting countries covered in table 100 represented 
about 70 per cent of the total value of east-west trade in 1954. 


Long-term Plans of 


In embarking on new five-year plans of economic 
development, the countries of eastern Europe have 
sought to secure a greater co-ordination and division 
of labour among themselves than has prevailed in the 
past. With this in view, the long-term plans of develop- 
ment, which previously were not synchronized in time, 
have been arranged to begin simultaneously in 1956. 
Apart from general statements of intent, little is known 
about the extent of integration aimed at in the new 
plans, although in some countries programmes of spe- 
cialization in particular fields have been announced. 
Moreover, the Chairman of the State Planning Board 
of the Soviet Union has stated that that country’s sixth 
five-year plan was prepared taking into account the 
corresponding plans of other eastern European coun- 
tries. Thus far only Romania and the Union of Soviet 
Socialist Republics have announced comprehensive de- 
tails of their plans for 1956-1960; these are briefly 
reviewed below, as is that of mainland China for 1953 
to 1957. Details of the latter were announced in 1955. 


SIXTH FIVE-YEAR PLAN OF THE UNION OF 
SOVIET SOCIALIST REPUBLICS 


The five-year development plan of the Soviet Union 
covering the period from 1956 to 1960 follows in 
many respects the pattern adopted for the two pre- 
ceding ones. It provides, as did previous plans, for 
higher rates of expansion in heavy industries than in 
consumer goods industries, and for a more rapid 
advance in investment than in national income. The 
greater part of investment is once again to be allocated 


15 Except in Bulgaria and mainland China, which started 
their plans earlier. 


The tendency to expand exports of manufactures in 
exchange for imports of food and raw materials was 
much more pronounced in the trade of the centrally 
planned economies with under-developed areas. Al- 
though lack of data makes it difficult to ascertain 
recent changes in the composition of trade with these 
countries and their effect on total east-west trade, it is 
known that in addition to importing cotton from the 
Middle East in exchange for capital goods and mili- 
tary equipment, as already indicated, they made large 
purchases of sugar from Central America and of rub- 
ber, jute and rice from Asia and the Far East in 1955, 
for which they delivered, in exchange, significant num- 
bers of complete industrial plants, other equipment and 
industrial semi-manufactures. The trade agreements 
concluded for 1956 suggested increased exchanges of 
capital goods for primary commodities in their trade 
with under-developed areas. 


Economic Development 


to industry, particularly to heavy industry. The most 
important difference from preceding plans is in the 
exceptionally high targets set for agriculture. It is also 
clear that a larger proportion of the rise in production 
than in the past is to be obtained by increases in pro- 
ductivity, and a smaller proportion through growth in 
employment. This involves greater reliance than here- 
tofore on intensive mechanization and automation, 


with emphasis on specialization and mass production 
methods. 


Table 101. Union of Soviet Socialist Republics: 
Fifth and Sixth Five-Year Plans 


1955 


a a 1960 
Item Planned Actual 


Planned 
(1950==100) (1955=100) 
Agricultural production* 140t0150 120to125 170 
Industrial production .. 170 185 165 
Producer goods ..... 180 191 170 
Consumer goods .... 165 176 160 
Total employment .... 115 122 115 
Employment in 
industry? ........ 113 129 110 
Output per man in 
industry ......... 150 144 150 
National income ...... 160 168 160 
Real wages .......... 135 139 130 
Real income of peasants 140 150 140 
Retail sales® ......... 170 190 150 


Source: Pravda (Moscow), 15, 20 and 23 February 1956. 

aData for 1955 are estimates based on planned and actual 
output of specific agricultural items. 

b Derived from data on production and output per man. 

eJIn government and co-operative irade. 


196 


Targets for industry 


Planned rates of expansion in industry continue 
very high, though they are substantially lower than 
those achieved during the past five years. Total output 
of industry is planned to rise at an average rate of 
10.5 per cent per annum during the next five years, 
compared with a rate of 13 per cent recorded from 
1950 to 1955. The reduction in the rate of increase in 
industrial output is reflected in the production both of 
consumer goods and of producer goods, as may be 
seen in table 101. It will be noted that the spread be- 
tween the rates of increase for these two sectors of 
production is somewhat smaller than in the preceding 
plan. Among producer goods industries, the largest 
increases in production are planned for engineering. 
The importance attached to agriculture is reflected in 
a considerable acceleration planned in the production 
of agricultural machinery and mineral fertilizers. Out- 
put of basic materials such as iron and steel is to 
increase much more slowly than in the past, and much 
is made of the need for greater economies in use. Ex- 
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panded use of oil, gas and hydroelectric power is 
expected to reduce substantially the proportional con- 
tribution of coal to total power consumption; this, 
together with the increase planned in coal output, is 
intended to eliminate the bottlenecks in fuel which had 
limited the growth of industry im earlier years (see 
table 102). 


Among consumer goods, the increases planned in 
output of meat, butter and sugar are substantially 
greater than for consumer goods as a whole, and also 
greatly exceed the actual achievements of 1951-1955, 
as is called for by the raising of agricultural targets. 
Production of textiles and clothing is to increase less, 
on the whole, than the average for consumer goods. 
On the other hand, output of consumer durables is to 
rise several fold from presently low levels. 


Output per man in industry is planned to rise by 50 
per cent during the next five years**—the same target 


16In view of the fact that daily working hours are to be 
reduced from eight to seven, and in certain industries to six, 
the planned increase in output per man-hour is at least 70 
per cent from 1955 to 1960. 


Table 102. Union of Soviet Socialist Republics: Targets for Selected Producer 
and Consumer Goods 


(Millions of indicated unit, unless otherwise stated) 


Planned output Index, 1960 
Item and unit 1960 (1955=100) 
Producer goods: 
Steel (tOn8) 2 5 Garg aks 5-44 See Seanad aan se eye cseterd oS Steer asate Wacae eh couse Ste, Sali 68.3 151 
Timber (cubic metres) ....... 0.0 ccc c cece eee eee eee tence ee eres 264.0 134 
Cement. (tons)! ic ceed ee ect a vince Raps Seid aeblawa See aes ee 55.0 245 
Coal (tons) ...........000 a acdiwiows Winatele Si set eedtacanars n/m Srvavaynhe oar 593.0 152 
Crude petroleum (tons) ........0 0. cs ccceee ee eee eee eeee ee nenes 135.0 191 
Gas (billions of cubic metres) ......... cece eee cece eee 40.0 388 
Electricity (billions of kilowatt-hours) ....6.......0 eee eee sean 320.0 188 
Mineral fertilizers (tons) ........... ee eee eee eee e nee e ee eee 19.6 204 
Caustic soda (tons) ........cccee see e ener c eee cent nee ee ences 1.0 177 
Steam and gas turbines (kilowatts) ........... cee ee eee cece eee 10.5 258 
Hydraulic turbines (kilowatts) ....... 0... cee eee eee e eee eee nes 2.6 173 
Metal-cutting lathes (thousands of units) ............0 0. cee eeeee 200.0 196 
Tractors (thousands of units) ..........0ce eee e eee ee cece eeees 322.0 197 
Grain combines (thousands of units) .............. 0c eee eee eee 140.0 292 
Diesel locomotives (units) ......... cece eect erect eens 1,630.0 1,200 
Freight cars (thousands of units) .......... 00. c eee eee eee ee eee 52.0 151 
Consumer goods: 
Cotton fabrics (metres) ....... Mexa ch eed ipereamuyeemeaet eee: 7,270.0 123 
Woollen fabrics (metres) 0.0.0.0... 0c cece eee e eter e eee ee eens 363.0 145 
Silk fabrics (metres) ....... 000. e cece ee eee eee eee ee en eeees 1,074.0 204 
Shoes (pairs): aii ciecie anus 018s PASTEL oer Sadat x elena dda eae 455.0 152 
Radios and television sets (units) .......... ccc cece cece eens 10.2 255 
Refrigerators (household; thousands of units) .................. 635.0 419 
Washing machines (thousands of units) ...:.............-0 000 528.0 608 
Bicycles (thousands of units) .......... 0... e cece eee cece eee 4,230.0 147 
Sugar (refined; thousands of tons) .............. 0.00 e eee eee 6,530.0 191 
Meat (industrially processed; thousands of tons) ................ 3,950.0 178 
Butter and other milk products (in terms of milk; tons) ......... 25.0 185 
Vegetable oil (thousands of tons) ............. 2. cece 1,846.0 165 
Canned food (standard cans) ......... 0... cence cece eee eens 5,980.0 178 


Source: Pravda, 26 February 1956. 
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set, though not actually realized, in the previous plan. 
This would imply that about four-fifths of the rise in 
industrial production is to be achieved through higher 
productivity, and that industrial employment will in- 
crease by only 10 per cent, compared with 29 per cent 
from 1950 to 1955. 


Since the total number of wage and salary earners is 
to increase by about 15 per cent, it is clear that, in 
contrast with the preceding period, there will be some 
diversion of labour to non-industrial occupations. The 
increment in the non-agricultural labour force is to 
come mainly from the natural growth of urban popu- 
lations, and recruitment of such labour from among 
the rural population is to be abandoned except for the 
creation of new industrial centres.?” 


One of the most significant features of the new plan 
is the shift in emphasis from expansion of productive 
capacity through construction of new plants towards 
raising efficiency in existing plants by improved ad- 
ministration, greater specialization and modernization 
of equipment and production methods. This shift is 
reflected in the fact that improvements to be intro- 
duced in existing plants are to account for 35 to 65 
per cent of the total increase in output, depending on 
the industry. The rapid expansion of capacity in 
earlier years was not always accompanied by efficient 
utilization, leaving substantial opportunities to raise 
output with little or no additional equipment. At the 
same time the extremely wide differences in productiv- 
ity between establishments engaged in the same indus- 
trial process are to be reduced through replacement of 
obsolete equipment.1® 


17 Pravda, 15 February 1956. A certain shift from agricul- 
tural to non-agricultural occupations is implied by the fact that 
the planned rise in employment by far exceeds the rate of 
population growth. 

18Jt was stated by N. A. Bulganin, for example, that most 
of the casting machinery in use in the engineering industry was 
only one-third to one-fourth as productive as modern semi- 
automatic machinery (Pravda, 22 February 1956). At the 
time of adoption of the sixth five-year plan, strong condemna- 
tion was voiced of the widespread view that obsolescence does 
not occur in a non-competitive economy; this view was con- 
sidered to have held back technological progress in some areas. 


Table 103. Union of Soviet Socialist Republics: 
Indices of Agricultural Output 


1955 


Commodity Actual production Planned production 
(1950==100) (1955==100) 
Eggs wo. eee e eee eee ee 154 254 
Meat iii. piiiece ccd noes 130 200 
Milk ete vce dasenees-ima 119 195 
Potatoes ............... ota 185 
Sugar-beets ............ 147 154 
Cotton (raw) .......... 1092 156 
Flax fibre .............. 149 135 
Wool (raw) ........... 142 185 


Source: Pravda, 15 and 26 February 1956. 
a The figure for 1954 was 118. 


The promotion of greater productivity will also 
involve greater specialization and standardization. 
Efforts are to be made to limit the number of small 
plants engaged in highly diversified production and to 
encourage concentration of output in specialized plants. 
Plans are also laid for a gradual transition from 
mechanization of individual operations to full-scale 
automation of entire factories. In line with these 
plans, the amount of electric power used per in- 
dustrial worker is scheduled to increase by 60 per cent 
during the next five years. 


Plans for agriculture 


The 70 per cent increase in agricultural output 
planned for the next five years may be compared 
with the 40 to 50 per cent increase projected in the 
preceding plan and the considerably smaller increase 
actually achieved (table 101). The target set for grain 
output—180 million tons in 1960—is considered neces- 
sary to satisfy domestic consumption, establish ade- 
quate stocks and expand exports.’® Planned increases 
in the output of other agricultural products are 
generally much higher than those achieved during the 
preceding plan, as indicated in table 103. 


The rise in output is to be obtained by expansion 
of the area under crops and by a rise in yield. The plan 
does not contain quantitative data on expansion of the 
cultivated area but calls for use of previously fallow 
and virgin land “not requiring great capital investment 
and which can produce good yields” in the eastern 
territories. The area under maize, which increased 
from 4.4 million hectares in 1954 to 18 million in 
1955, is planned to reach 28 million in 1960. 


Mechanization of agriculture is to be accelerated. 
After allowing for depreciation, the stock of tractors is 
evidently scheduled to be doubled and grain combines 
more than doubled in the course of the next five years,”° 
Tt is expected that extended use of machinery will 
shorten the time required for harvesting and reduce 
the substantial losses caused by delayed or premature 
harvesting. 


) 


No details have been announced for livestock. 
Marked increases in output of meat, milk and raw wool 


19 Although not explicitly stated, the target for 1956 was 
probably set in terms of actual yield, while the goal of 175 
million to 188 million tons set for 1955 in the preceding 
five-year plan represented biological yield. The plan for 1960 
does not state the anticipated rate of increase for grain output 
from 1955 to 1960, and lack of data on actual output in 1955 
makes it difficult to estimate the implied rate of increase. The 
absolute figures on grain output contained in the reports on 
fulfilment of plans in 1950, 1951 and 1952 (131 million tons 
in 1952, for example), expressed in terms of biological yields, 
do not coincide with the index for 1950-1955 published in 
es 15 February 1956, which presumably refers to barn 
yield. 

20 Deliveries of tractors from 1956 to 1960 are to total 1.65 
million compared with a stock of 1.4 million in mid-1955; the 
corresponding figures for grain combines are 560,000 and 
350,000, respectively. 
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Table 104. Union of Soviet Socialist Republics: Government Investment during 
Fifth and Sixth Five-Year Plans 


Actual (1951-1955) 


Sector Billions 
of roubles® 


Tri strye os. ccasc oie wiacvygrgis es nee ee ON weer 353 


Heavy industry .............0eceeee 
Light industry and food industries .... 


Agriculture ............. eee eee eee eee 


Cultural and social services® ............ 120 


Other sectors .......... cece cece eee eee 


ToraL 594 


Source: Pravda, 22, 23 and 24 February 1956. 
In prices of 1 July 1955. 


bIt is not clear whether this represents all in- 
vestment in heavy industry. According to a report 
of N. A. Bulganin, in Pravda, 22 February 1956, 
“The major part of this capital investment is 
scheduled for the construction of electric plants, 
enterprises in ferrous and non-ferrous metallurgy, 
and the chemical, oil and coal, building materials 
and forest industries. It is planned to invest more 
than 400 billion roubles in these branches.” In 


are to be achieved largely through a rise in pro- 
ductivity. Special attention is to be devoted to breeding 
of hogs, which is expected to make the main contribu- 
tion to the sharp increase planned for meat; pork is 
to constitute about half of all meat produced by the 
end of the period. This reflects the experience of the 
past few years, when encouragement given to hog- 
breeding, together with a rise in the supply of fodder, 
produced substantial results. 


National income and investment 

The increases projected for industrial production, 
agriculture and other sectors of the economy involve 
a 60 per cent growth in national income from 1955 to 
1960. This rate of increase is the same as that con- 
templated in the previous five-year plan, but Jower than 
the actual increase of 68 per cent recorded from 
1950 to 1955. A significant reversal of the trend of 
preceding years is implied in the expected rise in the 
share of agriculture in the national income, since agri- 
culture is scheduled to expand faster than the national 
product as a whole. 


The new plan provides for government investment 
during 1956-1960 at a rate two-thirds above the level 
of the preceding five years in real terms, as shown in 
the following data, in billions of roubles at prices of 
1 July 1955: 


Government 
investment 
during period 


1946-1950... ee eee eee 311 
1951-1955 eee eee 594 
1956-1960 ..........0 ee 990 


Source: Pravda, 22 February 1956. 


Planned (1956-1960) 


Per cent Billions Per cent Index 
of total of roubles® of total (1951-1955==100) 
59.4 600 60.6 170 
ides 400 41.6° es 
5.7 59 6.0 175 
10.7 120 12.1 188 
20.2 200 20.2 167 
9.6 70 7.1 119 
100.0 990 100.0 167 


other statements, this sum was referred to as 
“investment in heavy industry”. It is possible that 
the difference between total investment in industry 
and the outlays listed in the table under the head- 
ings heavy industry, light industry and food in- 
dustries, amounting to 141 billion roubles, is allo- 
cated, at least in part, to investment in engineer- 
ing, which was not mentioned in the statements. 

¢ Housing, public utilities, schools, universities, 
scientific institutions, hospitals and other health 
services, theatres, kindergartens and other insti- 
tutions. 


Changes in the distribution of investment among 
the various sectors of the economy, though not very 
considerable, indicate some shift towards agriculture 
and industries producing consumer goods. As in the 
preceding plan, the largest share of government in- 
vesiment is again allocated to industry and, within the 
industrial sector, to heavy industry. Investment in 
consumer goods industries is scheduled to increase 
more than for industry as a whole, though its share 
in total investment increases only slightly. Investment 
in agriculture is to be almost twice as high as in the 
preceding five years, amounting to about 12 per cent of 
total government investment, as shown in table 104.74 


Two-thirds of investment in industry is allocated to 
fuel, power and basic raw materials. The share of 
invesiment for cultural and social purposes remains 
the same as in the previous period, but the rate of 
housing construction is to be nearly doubled, Invest- 
ment in transport and communications is planned to 
increase by 70 per cent. 


Although the five-year plan does not contain data 
on the rate of increase anticipated in investment from 
1955 to 1960, the share in national income is appar- 
ently scheduled to rise during this period.” This 
would be in contrast with the developments of the 
previous five years, when national income rose by 


21 Collective farms are expected to invest 100 billion roubles 
during the five-year period. This would raise the share of 
agriculture in total investment to about 20 per cent. 

22 An estimate based on the planned aggregate investment 
during the five-year period, the planned investment for 1956 
and the actual investment in 1955 suggests a 70 per cent 
increase from 1955 to 1960, compared with a 60 per cent 
increase in national income. 
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68 per cent and government investment by about 
o7 per cent. 


The emphasis placed on more rapid development of 
the eastern territories is reflected in the allocation of 
one-half of total investment to them. While total in- 
vestment during 1956-1960 is to be two-thirds higher 
than in 1951-1955, investment in western Siberia is 
to increase 2.5 times, in eastern Siberia 2.8 times and 
in Kazakstan 2.7 times. 


Consumption and real wages 


The only indication of the planned increase in con- 
sumption of goods. is the target set for retail sales in 
government and co-operative trade, which is to increase 
by 50 per cent from 1955 to 1960. This could be con- 
sidered as roughly indicative of the expected change 
in the consumption of wage and salary earners, though 
not of members of collective farms.”* 


Planned increases in real wages and in real peasant 
income, including both money income and income in 
kind, seem to indicate that total personal income and 
consumption are expected to rise by about 50 per cent 
by 1960. Real wages and salaries are to increase in 
the next five years by about 30 per cent, which, together 
with a growth of 15 per cent in total employment, 
implies an advance in the total real wage bill of about 
50 per cent. Average peasant incomes are to increase 
about 40 per cent in real terms. Since the number 
of working peasants is likely to increase by more than 
5 per cent, the general order of increase in peasant 
incomes will also be about 50 per cent. 


Although the average real income of peasants is to 
rise faster than that of wage and salary earners, the 
hourly wages of workers are expected to increase much 
more because of gradual reduction in hours of work 
from eight to seven, or less, in the course of the five- 
year period, without loss of pay.** Shortening of the 
work week will limit the extent to which the prices 
of consumer goods can be reduced. This represents a 
significant departure from the policy pursued hereto- 
fore. Previously, increases in productivity were trans- 
lated into higher real income through price reductions; 
during the next five years part of the rise in the level 
of living is to take the form of an increase in leisure. 


23 The data on retail trade include a certain amount of 
investment goods, such as tools and building materials, sold 
mostly to peasants, and do not reflect changes in consumption 
of their own produce by peasants. Retail sales do not include, 
moreover, sales on collective farm markets, which, in 1954, 
represented about 10 per cent of the total. 


24 Beginning in 1956 working hours are to be reduced to 
six hours on Saturdays and the day preceding an official holi- 
day. The six-hour working day is to be re-established for youths 
between sixteen and eighteen years of age. Beginning in 1957, 
a seven-hour working day is to be introduced in all industries, 
except in underground work in mining, where it will be six 
hours. In those industries in which it is found convenient, a 
five-day forty-hour work week is to be introduced (Pravda, 
26 February 1956). 


SECOND FIVE-YEAR PLAN OF ROMANIA 


The new five-year plan for Romania is similar in 
many respects to the first plan, and differs from it more 
in the rates of growth projected than in terms of 
structural change. As indicated in table 105, the rate 
of increase in indusirial output is to be appreciably 
less from 1955 to 1960 than in the preceding five years. 


The targets set for industry indicate an effort to 
reduce the gap which had developed during the past 
few years between output of fuel and basic materials 
and that of the engineering industries. Thus, while 
the target rates of increase set for engineering are much 
lower than those recorded from 1950 to 1955, those 
for coal and steel are much higher. Planned increases 
in the production of textiles and shoes are substantially 
above those recorded from 1950 to 1955. As in the 
Soviet Union, 75 to 80 per cent of the increase in 
production is to be achieved through a rise in output 
per man of 45 to 50 per cent over the five-year period. 
Industrial employment is planned to increase by about 
10 per cent. 


Available information on specific agricultural targets 
suggests a relatively small expansion; grain output 
is to increase 25 per cent, the number of cattle 4 per 
cent and hogs 7 per cent. The main effort in agriculture 
is to be concentrated on securing a substantial in- 
crease in marketable surpluses, especially through 
acceleration of production on collective farms and 
extension of the collectivized sector of the economy. 


National income is planned to increase 50 per cent 
from 1955 to 1960. Government investment is to 
increase by 65 per cent, the share of agriculture and 
residential construction rising, while the share of 
consumer goods industries and building industries de- 


Table 105. Romania: First and Second 
Five-Year Plans* 


1955 1960 
Item Planned Actual Planned 

(1950100) (1955=100) 

Industria] production ....... 244 = 221 160 to 165 

Producer goods .......... ayass sige 170 to 175 

Consumer goods ......... sie ied 150 to 155: 
Employment in industry .... 140 150 110 

Output per man inindustry.. 175 148 145to 150 
National income ........... ats 190 150 
Real wages ................ one 128 130 
Retail sales ............... 217 ~—. 200 160 
Investment in fixed capital .. ... ite 165 


Source: Based on reports to the Second Congress of the 
Romanian Workers’ Party (Bucharest, 1955) and on decisions 
of the Congress regarding the five-year plan of development of 
the national economy in 1956-1960. 


a Several of the indices reproduced in this table were given 
as approximations. 
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clines (table 106). While no data were announced for 
planned increases in consumption, retail sales in 
government and co-operative trade are to expand by 
60 per cent.?° 


FIRST FIVE-YEAR PLAN OF MAINLAND CHINA?¢ 


The central theme of the first five-year plan of 
development of mainland China is concentration on 
investment in large-scale heavy industry, with the 
intention of providing a foundation for future rapid 
development. About 58 per cent of total fixed invest- 
ment, from 1953 on, was to be allocated to industry, 
and of this about 89 per cent was to be devoted to the 
development of heavy industry. Investment in industry 
was to be accompanied by rapid development of trans- 
port, which was to absorb about 19 per cent of all 
expenditure on fixed investment. In contrast, agri- 
culture was allocated only about 8 per cent of the 
total. It was decided to postpone any extensive mech- 
anization of agriculture until completion of large- 
scale tractor factories during the period of the second 
five-year plan. 


25 Government and co-operative trade accounted in 1955 for 
about 80 per cent of total trade turnover, 90 per cent of trade 
in manufactured goods and 75 per cent of trade in food. 


26 Though the first five-year plan covers the period from 1953 
to 1957, the full text of the plan was not published until 30 
July 1955. Previously, apart from a general statement of aims 
and policies, the Government had announced only annual pro- 
duction targets. Agricultural plans were subsequently amplified 
and revised in the “twelve-year programme”, published in Janu- 
ary 1956, in which production targets were raised and the time 
for completing the organization of collective farms shortened 
(First Five-Year Plan for Development of the National Economy 
in the People’s Republic of China (Peking, 1955; in Chinese) ; 
and Draft Twelve-Year (1956-1967) National Programme for 
Agriculture (Peking, 1956; in Chinese) ). 


Table 106. Romania: Government Investment 
during First and Second Five-Year Plans 


(Percentages of total) 


F 1951-1955 1956-1960 
ector —_—_—_—_—_—_— 
Planned Actual Planned 

Agriculture and forestry .... 10.0 10.4 12.5 
Industry ...............0.. 51.4 58.0 56.0 

Producer goods .......... 42.1 50.6 50.0 

Consumer goods ......... 9.3 74 6.0 
Construction and building 

industries ............... 2.0 4.6 2.5 
Transport and communications 16.2 11.2 115 
ADE ce tess esis s08 2.2 2.5 2.5 
Housing ..............000. 3.2 3.8 5.5 
Social, cultural and other 

SETVICES?* eo ecb wea 15.0 9.5 9.5 


Source: Based on reports to the Second Congress of the 
Romanian Workers’ Party and on decisions of the Congress 
regarding the five-year plan. 

4 Including educational, cultural, health and scientific insti- 
tutes; geological surveys, state administration and other services. 


Part II. Current economic developments 


Table 107. Mainland China: Planned Changes 
in Structure 


(Percentage of totals) 


Item 1952 1957 
Production: 

Industrial «2.2.0... 2.0... e eee 32.7 42.9 
Producer goods ............++-- 13.0 19.5 
Consumer goods .............. 19.7 23.4 

Handicraft? .................004. 8.8 9.4 

Agricultural” ............ 00.0000. 58.5 47.7 

Industry: 

Government enterprises® .......... 56.7 65.7 

Joint government-private enterprises 5.0 22.1 

Private enterprises .............4. 38.3 12.2 

Retail trade: 

Government and co-operative ...... 34.1 54.9 

Joint government-private enterprises 0.3 24.0 

Private enterprises ............... 65.6 21.1 

Agriculture :4 
Producers’ co-operatives .......... 0.1 57.0° 
Collective farms ...........000000 — 33.3¢ 


Source: First Five-Year Plan for Development of the 
National Economy in the People’s Republic of China; Draft 
Twelve-Year (1956-1967) National Programme for Agriculture. 

Output of handicraft co-operatives and individual handi- 
craftsmen. 

b Including output of rural handicraftsmen. 

¢ Including co-operative sector. 

4 Figures are in relation to total peasant households. 

e Targets for 1956; according to the plan, complete collec- 
tivization is to be achieved by 1958. 


Table 108. Mainland China: Planned and Actual 
Rates of Growth in Certain Sectors 


(1952=100) 
1955 ; 
Item Se 1957 
Planned® Actual Planned 

Agricultural production ...... 113113 123 
Food crops ..........00e eee 110 lil 118 
Raw cotton ............4.- 114 115 125 
Industrial production ........ 151 165 198 
Producer goods .........-- 163 187 227 
Consumer goods ........... 142 150 180 
Employment in industry ...... 112 bia 120 
National income® ............ 128 131 151 
Average earnings’ ........... 119 114 133 
Retail turnover .............. 142 152 180 


Source: First Five-Year Plan for Development of the National 
Economy in the People’s Republic of China; Memorandum of 
the Government of the People’s Republic of China to the 
Economic Commission for Asia and the Far East (ECAFE/ 
L.103; mimeographed). 

a Calculated on the basis of the planned average annual rate 
of increase between 1953 and 1957. 

b The rise in industrial employment in 1953 and 1954 was 
in line with that planned. 

¢ Value of production in agriculture and in industry. 

4 Money wages and salaries in State and joint State-private 
sectors; social insurance benefits not included. 
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The pattern of investment of the first five-year plan 
was designed to bring about by 1957 a marked 
change in the composition of total production as well 
as in the structure of the economy. The process of 
transforming co-operative farming into collective farm- 
ing”” was to be accelerated and the socialized sector 


in industry and trade was to he extended (see 
table 107). 


27For the difference between co-operative and collective 
farming, see chapter 3. 


As indicated in table 108, industrial production has 
been expanding at a rate higher than that provided in 
the plan. In anticipation that a considerable portion 
of investment undertaken during the previous three 
years will mature in 1956, the Government decided 
to revise upwards the planned rate of increase in in- 
dustrial production for 1956 from 15 per cent to 22 per 
cent, so as to advance by one year the date of com- 
pletion of the first five-year plan.?* 


28 The planned rates of increase in output of food crops and 
raw cotton for 1956 were also revised upwards. 
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